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RICES of industrial plant and equip- 

ment, along with other prices, have in- 
creased so far and so fast since the ’30s 
as to suggest an opportunity which present 
stock-market prices offer in certain compan- 
ies with a high ratio of fixed capital. 

Those companies in which machinery and 
equipment constitute a large proportion of 
the capital investment, are efficient and long- 
lived and do not have to be replaced at to- 
day’s prices, have an advantage. 

Building materials which were bought 
for $896 in 1939 now cost about $2,000 
($1,930 in March 1948, according to the 
Bureau of Labor Statistics “Wholesale 
Prices, 1946” index). 

The latest Bureau figures for 


various 
machinery and equipment show such in- 
creases in cost as: 
Item Aug. ’39 Dec. ’46 
Punch Press 100 180 
Radial Drill 100 142 
Freight Elevator 100 142 


The average prices of machinery and equip- 
ment had advanced almost a quarter dur- 
ing this period. A tabulation of the Nation- 
al Bureau of Economic Research shows that 
from the end of 1946 to March 1948, capital 
equipment and building materials had ad- 
vanced further, from a 141.1 to a 168.4 in- 
dex figure. 


Yet the investor has to pay only about 
one-third more to buy an interest in the 
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BARGAINS in EARNING ASSETS 


Today’s Investment Dollar Can Buy at Pre-War Prices 






physical assets and their earning power. 
Because stock-market prices were up only 
ahout 27 per cent over August, 1939 (from 
134.4 to 171.3 in March, 1948 Dow-Jones in- 
dustrial stock average), the investor has 
been able to acquire an interest in such 
assets at relatively slight increase in cost. 





























This disparity is strikingly illustrated 
by comparisons of current reproduction 
costs with those obtaining in 1939. For ex- 
ample, an oil company reports that the 
same filling station which cost $12,000 in 
that year now costs $32,000 to build. A 
pipe mill costs two and a half times as 
much to build now as in pre-war days. 
Higher depreciation allowances are some 
offset. The following chart, based on a 
recent analysis by the American Iron & 
Steel Institute. shows this “revaluation” 
graphically: 
















































































In measuring the value of an investment 
today, it is more important than ever to 
take into consideration the condition of 












































COST OF STEEL FACILITIES 
IN MARCH, 1948 


1936-1939 =100 


TUBE MILLE 
50- TON CRANE 
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expensive physical plant and equipment, its 
durability and efficiency. Those companies 
whose plant, bought with pre-war dollars, 
still has considerable productive life, are 
in a better position investment-wise and 
competitively, than those who must buy 
substantial proportions of equipment at 
double the pre-war costs. 


While earning power and prospects are 
the basic consideration, the cost of compar- 
able equipment constitutes an overhead fac- 
tor that may tip the balance when sales 
volume falls off. High-cost producers as well 
as inefficient ones will be at a disadvantage 
in a buyers’ market. 


Furthermore, new money used to pur- 
chase producers’ goods at present prices 
will tend to dilute the value or equity of 
the older investments, unless the effici- 
ency and durability of the new equipment 
is sufficiently greater to offset the differ- 
ence in prices. 


Considering the high plateau to which 
break-even points have risen in many in- 
dustries, such distinctions may well be 











Labor View on Corporate Control 


HE feature article of C.I.0O.’s monthly 

Economic Outlook follows the line of Lund- 
berg’s “America’s 60 Families” in asserting 
inter-related control of corporations by a few 
large stockholders. Strangely, they demean the 
boast of big companies that most of their own- 
ers hold only a few shares, when this would 
appear most democratic. Referring to the min- 
ute number of shareholders attending annual 
meetings to vote personally, they fail to re- 


mark the similarity to public apathy in_ 


political franchises. 


Of the 40 largest stockholders of A.T.&T., 
cited as averaging 35,000 shares, they did not 


point out that 28 are banks, insurance and 
trust companies who represent a great many 
small owners. In fact, the control of this 
largest corporation (54.6%) is in the hands of 
owners of less than one hundred shares each, 
which hardly qualifies them as millionaires. 

The dominant interest of small stockholders 
— 83% of the total number, as shown by the 
survey “Who Owns Big Business” in the July 
Trusts and Estates — should not be obscured 
by red herring interpretations. 
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the difference between good and poor pros- 
pects for stockholder and company alike. 


Distinctions need to be made, therefore, 
not only on traditional ratios, but also on 
the basis of reproductive capacities of 
the machines and with consideration of 
the depreciation policies. Companies with 
a high figure of investment per employee 
might appear under present labor condi- 
tions to have an advantage. But this may 
differ widely between companies with high 
or low cost plant of comparable productive 
capacity and life. Accelerated war-time de- 
preciation advantaged some companies 
while others find equipment now uneco- 
nomic or inflexible. 

Institutional investors are at a distinct 
advantage in having the facilities to obtain 
and appraise data on fixed asset ratios and 
capital investment, as well as the other 
factors affecting earnings. Cost of produc- 
tive facilities is only one yardstick but 
sometimes an important one on which to 
exercise selectivity in investing in compan- 
ies which offer the most future productivity 
for the money. 


How to Sell Public Relations 


OME sound advice on how to tackle man- 

agement with a public relations program 
was given recently by John P. Syme, vice 
president of Johns-Manville Corp. Mr. Syme 
felt that a well-conceived, thoroughly prepared 
and ably presented program can be sold to 
top management, but that glib conversation 
or outlandish promises will not sell them. 


The men at the top are seldom swayed by 
fast talking. They want the whys, wherefores 
and objectives spelled out. 


Will it help the organization to function 
more smoothly? Will it build good will for 
the company in the communities where plants 
are located? Will it help in selling products? 
Will it instill confidence in the company in 
the minds of the investing public, banks and 
insurance companies which may be called on 
for a loan or to buy a new stock issue? Will 
it be possible to support the public relations 
program with reasonable facts? 


It must be shown conclusively that over the 
long term, the program will bring about the 
desired results not only in good will for the 
company but on the earnings statement. 
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ADVISORY TRUSTEES 


Their Value and Relationship with Corporate Trustees 


W. G. BAIRD 
Public Trustee, Public Trust Office, Wellington, New Zealand 


N surveying the effectiveness of trustee- 
[ets we are at once struck with a ques- 
tion of supreme importance: the capa- 
bility of a trustee to execute all the duties 
imposed on him. The principles of sound 
trusteeship have been known for many 
years and the routine of a large number 
of the duties has long since been well de- 
fined. In the role which he has to play, 
a trustee is frequently confronted with 
technical matters upon which he must ex- 
ercise discretion. But to be fully competent 
he must also be capable of directing and 
controlling, as a prudent business man, 
complex or difficult interests requiring spe- 
cialized knowledge or experience. 


It is no easy matter for a testator to 
find individual persons possessing these 
qualifications. It is conceded that the accu- 
mulated experience which must necessarily 
be acquired over a long period by corpor- 
ate trustees specially designed to handle a 
large volume of trust work, is very valu- 
able. Moreover, the employment of a spe- 
cialized staff of trust, legal and accounting 
officers whose wide range of knowledge and 
experience are available to cope with the 
various problems greatly facilitates ad- 
ministration work. Nevertheless the diver- 
sity of human endeavour is such. that even 
this accumulation of experience and con- 
centration of specialized knowledge does 
not always meet the needs of certain estates. 


SPECIALIZED KNOWLEDGE OFTEN NEEDED 


LTHOUGH the Public Trustee, a cor- 

poration sole not subject to the limita- 
tions of a human span, has built up a very 
valuable store of knowledge and experi- 
ence yet it was felt that something addi- 
tional was at times desirable. In order, 
therefore, to enable testators to secure the 
undoubted benefits of corporate trustee- 
ship, and at the same time to provide addi- 
tional specialized knowledge in. suitable 
cases, legislation was passed in 1913 au- 
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thorizing the appointment of what are 
known as “advisory trustees.” 


Experience has shown that co-trusteeship 
has its disadvantages. The system of ap- 
pointing advisory trustees, however, en- 
ables the advantages of the corporate to 
be combined with the specialized knowledge 
of advisory trustees, with resulting benefits 
to the trust estate but without the difficul- 
ties inherent in co-trusteeships. 


An advisory trustee may be a business 
associate with an intimate knowledge of 
the complexities of the estate or with ex- 
perience in the technicalities of some par- 
ticular type of business. He may be the 
family attorney or a person in whose judg- 
ment and sagacity the testator had partic- 
ular confidence. Advisory trustees may be 
appointed by a testator when making his 
will, or by a settlor creating a trust, or by 
an order of the Supreme Court on the ap- 
plication of a beneficiary or other person 
entitled. 


RESPECTIVE POWERS AND DISCRETION 


HEN the Public Trustee acts with 
\\) an advisory trustee the trust prop- 
erty vests in the Public Trustee and 
whilst he has all the powers of a sole 
trustee, he is authorized to consult with 
the advisory trustee and to accept his ad- 
vice on any matter relating to the estate 
and the advisory trustees are likewise en- 
titled to tender advice. In practice advisory 
trustees are consulted on all estate matters 
of importance and their advice is sought 
as to the course of action to be adopted. 


The matters upon which they are con- 
sulted are naturally ones upon which they 
are qualified to advise and especially those 
where the trustee is called upon to exercise 
a discretion. Obviously it would be futile to 
consult advisory trustees in respect to the 
mandatory duties of a trustee, that is, the 
duties he is compelled by law to perform. 


167 














Moreover, the Public Trustee or any other 
trustee would not be justified in following 
the advice of an advisory trustee if the 
course suggested was plainly illegal. 

The provision for the appointment of 
advisory trustees may also be availed of 
in the administration of intestate estates 
and estates of persons suffering mental 
disability. The system has worked smoothly 
and well since its inauguration 35 years 
ago and the plan of consultation and co- 
operation has been an undoubted success. 
It supplies an arrangement whereby the 
Public Trust Office system, with all its 
safeguards and facilities, is preserved in 
its entirety. At the same time the Public 
Trustee and his beneficiaries are enabled 
by this means to secure the benefit of ex- 
pert and trusted advice on all discretionary 
matters such as, for example, the proper 
management of businesses and the realiza- 
tion of assets. 


PROTECTION AND REMUNERATION 


N addition, the reliance usually placed 
by the beneficiaries on the skill and in- 
tegrity of advisory trustees affords to a 


IN ITS CAMPAIGN to acquaint the public with 
the need for legal advice, The State Bar of 
California has prepared, in addition to news- 
paper advertising copy, material for suggested 
editorials. A recent suggestion, dealing with 
veterans’ wills, reads as follows: 

During the war millions of servicemen 
and women made wills in contemplation of 
hazardous overseas missions. By doing so, 
they doubtless prevented needless litigation 
in case of death and made possible the dis- 
position of their property as desired with 
the minimum of difficulty. 

Three years afterwards, however, some of 
these wills have become booby-traps and 
should be reviewed without delay. Veterans 
since the war have married, become parents, 
accumulated property and changed their 
circumstances in many other ways. The wills 
may no longer express their desires. Never- 
theless, they lie gathering dust against the 
day they are taken in to court possibly to 
bring hardship and injustice to the veterans’ 
loved ones. 
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Veterans’ Wills 


corporate trustee some protection against 
imputations of collusion or failure to obtain 
the best results in the management and 
realization of estates. 


Advisory trustees are as a rule close 
friends, business associates or near rela- 
tives of the testator and often decline to 
take any remuneration whatever for their 
services. In practically all other cases they 
accept merely nominal remuneration. In 
practice the fee is fixed by the Public 
Trustee usually after consultation with the 
advisory trustee but provision is made by 
Statute for a Judge of the Supreme Court 
to fix the fee where no agreement can be 
reached. So far there has been no necessity 
to resort to this provision. 


The advisory trustee’s remuneration is 
payable out of the estate in addition to 
the trustee’s charges. Although the ab- 
sence of any fixed scale of remuneration 
may seem a disadvantage it has been found 
in practice that surprisingly little difficulty 
is encountered due in the main to the 
harmonious relations which normally exist 
between all parties. 









A case in point: With little property and 
no family responsibilities, a young soldier at 
a canteen dance met and fell in love with 
a young woman on the eve of his departure 
for Europe. As a gesture of affection, he 
made a will bequeathing her all his property. 

In time they drifted apart; she married 
another but he remained single. In time also, 
he forgot about the will or neglected to 
change it. 


When he returned home, his aging parents 

deeded him their large and prosperous farm 
believing he would support them for life. 
But soon afterwards, infantile paralysis 
struck him down. When the will was present- 
ed to the court, the judge had no choice 
but to hand over the farm to the young 
woman, leaving the parents destitute. 
The State Bar of California calls atten- 
tion to the dangers of such unexamined 
wills. It suggests that with competent advice 
veterans review their wills and, where a 
revision is indicated, make them conform to 
the changed circumstances in their lives. 
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Now YOU May Have 


KOSTER'S SERVICE — 12 Months of 
APPLIED ESTATE PLANNING 


For Only $6 a Year 


N order to place this valuable service in the hands of all estate plan- 

ning technicians, the price has been drastically cut from $15. to $6. a 

year. (An unheard of step in this era of high prices.) Trust Officers, 
lawyers, life underwriters, and accountants, all subscribe. 


“Applied Estate Planning” brings to each subscriber a monthly report 
containing practical ideas and information to assist him to better plan 
the estates of clients and customers - - - and to thereby develop new 
business. 


Compare 50c a month with the possible benefits accomplished if only 
one valuable idea a year is secured from this service, written and edited 
by Henry S. Koster, well known financial analyst and consultant. 


Here is what one leading Trust Company says about the service, for 
which it heretofore has been paying $15. a year, and for which many 
subscribers have been ready to pay more; — 


“We also definitely appreciate the reduction in the cost of your monthly 
publication APPLIED ESTATE PLANNING. This service has proven 
itself to be extremely valuable to us in our work here at the Trust Com- 
pany and we certainly expect to continue our subscription.” 


You, too, can profit — send your subscription NOW — the coupon 
is for your convenience. 


en a a a ee a eee 


KOSTER, DANA & COMPANY, Inc., 30 Pine St., New York 5, N. Y. 


Please enter (our) (my) subscription for one year to “Applied Estate Planning” 
at the rate of $6. per year. Check is attached. (It is understood that subscribers 
will receive for $6. as much valuable information during the next 12 months as 
formerly sold for $15.) 

a ee ee ene Aaa ee MeN eee MORNE EP W.. uae PRM Ee 


Street Address 
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COMPLETE BANKING AND 
FIDUCIARY SERVICES 
TO MEET EVERY NEED 


OR MANY YEARS Irving Trust Company 
has been increasing its all-around banking 
and fiduciary usefulness to more and more 


people. 


As trustee, executor, administrator—in 
every trust capacity—the Irving offers the 
cumulative knowledge of years of experience. 
Seasoned specialists handle trust affairs 


promptly, efficiently, economically. 


As new needs arise, you may rely upon the 


Irving to find new ways of serving the public. 


IRVING (RUST 


OWEP AHI, 


isl 
rE il 


ONE WALL STREET NEW YORK 15. N. Y. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


hi pe ourte — 
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NEW TRUST COST ANALYSIS 


Report of 1947 Income and Expenses in 46 Departments 


LUTHER M. HOYLE 
Financial Research Assistant, Federal Reserve Bank of Boston 


HE Federal Reserve Bank of Boston 
‘re completed its report of the in- 
come and expenses of trust departments in 
New England banks for the calendar year, 
1947. Income and expense ratios were com- 
puted from actual dollar figures given in 46 
voluntary reports submitted by banks in 
the six New England states having trust 
departments which earned $20,000 or more 
in gross trust department income in 1947. 


The report covers 91 per cent of the 
trust department business handled by 
member banks in the First Federal Reserve 
District. In addition to this coverage, a 
few banks which are not members of the 
Federal Reserve System are represented in 
the composite figures. Several New England 
banks which are outside of the First Federal 
Reserve District are also numbered among 
those which submitted reports of their op- 
erations. These statistics cover total trust 
business—corporate as well as personal— 
estates, agencies, and the like. 

We have been impressed with the growth 
of investment and financial services of all 
kinds in New England. It is one of the in- 
dustries, if we may call it that, which has 
shown a strong growth in the area. We are 
naturally interested in fostering that 
growth, if we can, by giving to the trust 
departments a yardstick for measuring 
their own performance. 


PRIOR STUDY REVEALED WEAKNESS 


CTING on the suggestion of interested 

bankers we had endeavored for sever- 
al years, up to and including 1945, to col- 
lect detailed trust department operating 
figures. Early in 1946 we published a tabu- 
lar analysis of 1945 trust department in- 
come and expenses in 27 member banks in 
the First Federal Reserve District. The 
figures presented in that report represented 
the largest sample and the most complete 
breakdown achieved up to that time. 
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The analysis was returned to the coop- 
erating banks with some misgiving. An ade- 
quate trial of this type of study had dis- 
closed its weaknesses. We had become in- 
creasingly aware of the fact that there was 
an almost complete lack of uniformity 
among banks with respect to allocations of 
portions of total bank expense items to the 
trust department. This handicap, and 
others, so stringently limited the value of 
the reports that we were not inclined to 
continue to collect and publish trust de- 
partment figures on the basis then used. 


The problems which have faced those who 
have tried to achieve uniformly comparable 
reports of trust department operations are 
manifold. Everyone seems to have his own 
method of accounting. Generally speaking, 
these methods do not vary greatly, but a 
twist here and a turn there, which may 
produce a fair enough summary of any 
one given trust department, may also pro- 
duce a distortion when placed in a group 
of summaries of other similar trust de- 
partments whose individual twists and turns 
of accounting may not be similar. Statistic- 
ally, we cannot be sure they cancel out. 
Therefore, if everyone files a report ac- 
cording to his own private thoughts on 
the subject, those who are charged with 
grouping the reports to secure some sort 
of composite average can surely produce 
the average but when the operating men 
come to them and say—‘“All right, what 
does it mean?”—they must throw up their 
hands in despair, for in truth they know 
not what it means. 


DEVELOPMENT OF COMPARATIVE SURVEY 


E felt that we should not undertake 

\X) to revise, improve and promote a 
trust department survey unless we had the 
assurance of the member banks that they 
really wanted a workable report and were 
willing to carry the ball with us. The 
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“You mean the new electric typewriter 
hasn't helped my spelling at all?” 


Copyright 1948 Cartoons-of-the- Month 





response was beyond our’ expectations. 
About 50 member banks were questioned 
and only one definitely wanted no such 
survey and one other was lukewarm about 
the idea. We then set to work and we are 
now able to report our findings. 


In the development of the basic instruc- 
tions and definitions which guided the re- 
porting trust departments we had the bene- 
fit of extensive comment and suggestions 


from banks, from specialists in trust de- 
partment accounting and from groups de- 
voted to the furtherance of trust depart- 
ment progress. The end-product was, there- 
fore, the composite result of group opinion 
of persons thoroughly familiar with trust 
department accounting. Among the many 
bankers who devoted much time to work- 
ing out some of the special problems in 
this revised report and to whom we are 
especially grateful are: 


Raymond H. Choate, assistant treasurer, 
State Street Trust Company, Boston; Wil- 
liam G. Cleaver, vice-president and trust 
officer, First National Bank and Trust Com- 
pany of New Haven; Ernest 8S. Johnson, 
comptroller, New England Trust Company, 
Boston; Ernest Lay, vice--president and 
treasurer, State Street Trust Company, 
Boston; W. D. MacKinnon, comptroller, 
Merchants National Bank of Boston; Har- 
old E. Randall, vice-president, First Na- 
tional Bank of Boston; William Weig, sec- 
ond vice-president, Guaranty Trust Com- 
pany of New York; William E. Westman, 
vice-president, Webster and Atlas National 
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Bank of Boston. Particular thanks ‘go to 
Robert C. Masters, Trust Examiner of the 
Federal Reserve Bank of Boston, who gave 
unstintingly of his time and effort from 
the early phases of the project up to its 
recent completion. 


Because of the great variation in trust 
assets held among the trust departments 
concerned we felt that the criterion for 
comparative grouping should be the vol- 
ume of trust department income. In this 
respect we have not varied from our older 
surveys. We grouped the 46 useable re- 
ports as follows: 


17 with income in excess of $20,000 but 
less than $50,000; 


9 with income in excess of $50,000 but 
less than $100,000; 


15 with income in excess of $100,000 but 
less than $500,000 and 


5 with income in excess of $500,000. 


No reports were used where income was 
less than $20,000. 


SALARY EXPENSE HIGHEST 


E cannot say that we found any- 

\\) thing new or startling in the group 

figures. We still confirm the fact that 

corporate fiduciary work is very, very ex- 

pensive. Most of the money—nearly three- 

quarters of all of it—went into the pay 
checks of officers and clerical employees. 

In the over $500,000 group, 72.7 per cent 
of total expenses before overhead was for 
salaries and wages; 29.6 per cent to officers 
and 43.1 per cent to clerical help. 

In the $100,000 to $500,000 group, 70.3 
per cent represented total salaries and 
wages, 32.6 per cent officers and 37.7 per 
cent clerical. 

In the $50,000 to $100,000 group, 69.7 per 
cent represented total salaries and wages, 
35.7 per cent officers and 34.0 per cent cler- 
ical. In the $20,000 to $50,000 group, 73.0 
per cent of total expenses before overhead 
went for salaries and wages with 40.6 per 
cent to officers and 32.4 per cent to clerical. 

The range between highest and lowest 
salary ratios was quite narrow in the 
largest trust departments. In the groups 
of smaller departments this range broadens 
somewhat although the majority of de- 
partments in all groups have salary ratios 
fairly close to the average. 
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In general it would appear that ‘total 
wages and salaries decline in importance 
relative to total expense before overhead 
from the largest to the smallest income 
departments but in the smallest depart- 
ments the ratio jumps to its highest—73.0 
per cent. Without exception the propor- 
tion of total expense allocated to officer 
salaries decreases as the size of the de- 
partment (measured by income) increases, 
while clerical wage expense increases 
relative to total as the size of the depart- 
ment increases. 


OCCUPANCY NEXT 


HE next largest expense item is, of 
g panko occupancy of quarters. This is 
made up of all the expenses in connection 
with occupancy: real estate taxes, heat, 
light, power, maintenance and service, in- 
surance depreciation and an allowance for 
interest on the value of the quarters. From 
the largest to the smallest income groups, 
as outlined before, this runs as follows 
for New England as a whole: 7.9 per cent 


of total expenses before overhead, 8.8 per 
cent, 10.4 per cent and 8.2. per cent. 

The items covering salaries and wages 
and occupancy of quarters cover the major 
portion of expenses before overhead. Other 
items which absorb most of the remainder 
are advertising; equipment; printing, post- 
age and supplies; insurance and bond other 
than building; and employee pensions and 
retirements. Inasmuch as the pension fund 
is usually considered in connection with 
wages and salaries it is interesting to ob- 
serve that pensions and retirement contri- 
butions absorb more than twice as much 
of total expenses before overhead in the 
large ‘departments (over $100,000 in in- 
come) than is the case in the smaller de- 
partments. Such expense absorbs about 
four per cent of total expenses before over- 
head in the larger departments. There are 
many trust departments which make no 
provision for pensions or retirements, .ac- 
cording to reports received. 


Printing and supplies account for about 
three to four per cent of total expenses 
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before overhead in all size-groups. Adver- 
tising expenses run from two to three per 
cent of total expenses before overhead in 
all size-groups, with more money spent on 
advertising relative to total expenses in 
the medium-size departments than in the 
larger and smaller. Equipment charges are 
higher in the largest departments, running 
somewhat over three per cent, compared 
with a little under two per cent in the 
smaller departments. 


BASIS OF SURVEY 


N our instructions and definitions for 

reporting trust department income and 
expenses, we adopted the A.B.A. suggestion 
of 15 per cent as an overhead charge. This 
was generally agreed to by most of the 
cooperating banks. Others were definitely 
in disagreement. We, therefore, said that 
any department might report overhead as 
it saw fit. If it was other than 15 per cent 
of total expenses before overhead, however, 
we wanted an explanation of the method 
used in determining overhead. That most of 
the reporters agreed closely with the 15 
per cent overhead allowance is illustrated 
by the average overhead figures for the 
New England groups: 


Over $500,000 

$100,000-$500,000 
$50,000-$100,000 17.3% 
$20,000-$50,000 14.7% 


The following paragraphs appear on the 
first page of our booklet of instructions 
and definitions for reporting trust depart- 
ment income and expenses: 


“It must be understood at the outset that 
this report is entirely new. There has been 
little previous information upon which to 
base it. It becomes, in a sense, therefore, a 
pioneer study of its type. Those filing re- 
ports and later receiving their own per- 
centages for group comparison should be 
aware of the limitations of such a study in 
its early stages. 


“The Federal Reserve Bank of Boston 
does not espouse nor does it recommend, 
through the medium of this study, any 
given accounting system for any given 
trust department. The instructions and 
definitions . . . . have been drawn solely for 
the purpose of achieving substantial ac- 
curacy and as high a degree of uniformity 


15.0% 
15.5% 
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ANALYSIS OF 1947 TRUST DEPARTMENT INCOME AND EXPENSES IN 46 NEW ENGLAND BANKS 
GROUPED ACCORDING TO TRUST DEPARTMENT INCOME 


Includes All Trust Functions — Personal and Corporate — 
Including Estates and Agencies 


$20 to $50 
(17 Banks) 


Items 


1947 Trust Department Current Income 
(In Thousands of Dollars) 


$50 to $100 $100 to $500 Over $500 
(9 Banks) (15 Banks) (5 Banks) 


Aver. Bank Aver. Bank Aver. Bank Aver. Bank 


Trust Department Income 2. 
Percentage of Total Expenses Before. 
Overhead: 
1. Salaries and wages: 
(a) Officers __ 
(b) Clerical 


Total salaries and wages 

. Employee pensions and retirements - 

. Unemployment compensation & social 
security - 

. Insurance and blanket bond . 

. Occupancy of quarters - 

. Equipment, depreciation, 
repairs - 

. Printing, stationery, postage & 
supplies - 

. Telephone and telegraph 

. Advertising 

. Legal fees - 

. Books, periodicals & information 
services - 

. All other expenses 


rentals & 


13. TOTAL EXPENSES BEFORE OVERHEAD* 
14. Overhead* - 


100.0% 
14.7% 


$208.5 $1,188.4 


$32.7 $70.5 


29.6% 
43.1 


35.7% 
34.0 


32.6 % 
37.7 


72.7% 
4.7 


70.3% 
3.8 


69.7% 
1.4 1.6 
1.1 
1.6 
7.9 


1.2 
2.0 
8.8 


0.9 
2.1 
10.4 


0.8 
2.1 


8.2 
1.6 1.6 1.8 3.3 * 
3.7 
0.8 
1.5 


0.3 


3.6 
1.2 
2.9 
1.3 


3.4 
pe | 
3.4 
0.6 


3.1 
1.0 
1.9 
1.3 


0.8 
1.6 


1.6 
1.5 


2.7 
2.5 


3.8 
1.8 


100.0% 
15.0% 


100.0% 
15.5% 


100.0% 
17.3% 


*No income taxes of any type have been considered in this analysis. 


Note: 
each of the individual reporting banks. 


The ratios for the various groups represent unweighted arithmetical averages of the percentages computed for 





as possible in the reports of operation of 
the trust departments of participating 
banks. 

“Although the reporting form and in- 
structions are based on studies of trust de- 
partment accounting and have been devel- 
oped in consultation with the banks and 
trust men. who will use them, they are still 
open to further refinements and should be 
improved with experience and by the banks 
which participate in the analysis. Comments, 
criticism, and suggestions for improvement 
are earnestly solicited ... .” 


It is felt that the substantial accuracy 
and the degree of uniformity referred to 
in the second paragraph above have been 
achieved in the survey findings. Greater 
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numbers of reporters in any similar future 
survey should make the ratios even more 
representative of the over-all picture than 
they are now. 


WHILE TRUST BUSINESS IN NORTH CAROLINA 
has been in existence for. sixty years most of 
its development has taken place within the 
past thirty, according to Gilbert T. Stephenson, 
addressing the recent convention of the State 
Bankers Association. There are 49 trust insti- 
tutions in the State, and of these 49% are 
under $1 million each as compared with the 
national figure of 66%. Only four have over 
$10 million but these do 64% of the trust bus- 
iness in the State. The full development of the 
trust business depends upon the bankers as 
well as the trustmen, he pointed out. 
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ADEQUATE INVESTMENT FACILITIES 


Joint Trust Department and Investment Counsel Service 


GLENELG P. CATERER 
Vice President, Lionel D. Edie & Company, Inc., New York 


has brought cooperation, as well as 
competition, between the different types of 
investment advisors. The use of independ- 
ent investment counsel by the trust depart- 
ments of many small and medium-sized 
banks is an outstanding example of this 
pooling of function and ability. At first 
thought, questions appear to arise, many 
of which concern the propriety of a pos- 
sible diffusion of responsibility. However, 
the experience accumulated over a num- 
ber of years has developed a modus vivendi 
which clearly preserves the responsibility 
and independence of the trust officer and 
committee. Wider use of common stocks 
has forwarded this trend. 


: ys growing complexity of investment 


The science of investment becomes less 
of a science and more of an art when ap- 
plied to common stovks. All of the standard 
tests of quality stili are required, but, in 
addition, the successful analyst of common 
stocks must make a closer study of future 
possibilities than his colleague appraising 
bonds and high grade preferred stocks. 
Tests of management efficiency, competi- 
tive position and industry prospects are, 
at the same time, less subject to formula 
and more important. 


Technological developments bring brilli- 
ant opportunities to some companies and 
ruinous competition to others. The rewards 
of successful selection, and the cost of fail- 
ure are both greater. Recourse to outside 
economists and investment advisors is a 
logical step, particularly for the trust offi- 
cers of the smaller banks of the country. 


CONSULTANT SERVICE DEVELOPED 


N article in a recent issue of Trusts and 
{Estates discussed the solution achieved 
by one bank of handling agency accounts in 
partnership with outside investment coun- 
sel. Some firms also collaborate with trust 
departments in investment management as 
« consultant service, extended to the bank 
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or trust department itself, rather than to 
the specific account. 


The details of the relationship between 
the trust departments and their counsel 
have been spelled out through more than 
ten years experience; the plan of operation 
was not worked out around a table and 
then presented full-blown as a prospectus. 
The program does not seek evasion of the 
trust department’s responsibility. It does 
not set up and supervise the portfolios. of 
individual trusts. 

What the relationship boils down to is: 
(1) an advisory service covering the out- 
look for business volume, prices, finance, 
corporate earnings and security markets 
and (2) continuity. The value of the sec- 
ond division is hard to measure, but the 
experience of those years makes it plain 
that the follow-through, assuming reason- 
able competence of initial recommendations, 
is fully as important as any other aspect. 


FouR MAJOR FEATURES 


S it has been refined over the years, the 
Aa of the service takes the fol- 
lowing form: 


1. Advice on general investment policy, 
including advice on the selection of 
bonds and other backlog securities 
and of equities. 


. Periodical review of master lists of 
trust holdings, with information 
passed on of changes in earnings and 
dividend estimates, and comments on 
investment attractiveness. 

. Periodical meetings with trust com- 
mittees or representatives; and be- 
tween such meetings, provision for 
interim consultation, usually by tele- 
phone or mail. 


. Furnishing of a series of ten monthly 
studies under specific headings in the 
banking, investment and _ economic 
fields. 





. manager 


In the regular meetings with the trust 
officers, it is customary for the account 
representing the investment 
counsel to go over the composition of the 
trusts up for review. Sometimes the break- 
down of these trusts is reviewed .independ- 
ently at the offices of the counsel prior to 
the meeting; in other cases it is possible 
for these reviews to be made at the period- 
ical meetings. Following the meetings, the 
trust officer will prepare his recommenda- 
tions to the trust committee, incorporating 
such as have been agreed upon and which 
fit the circumstances of the individual ac- 
counts. 


A trust officer is usually very busy with 
the daily administration of numerous ac- 
counts and consultations with clients and 
prospects. It has been found, that these 
officers almost invariably are helped by an 
account manager watching simple but still 
basically important things such as: possible 
over-concentration in a particular common 
stock, preferred stock or bond in an ac- 
count; over-concentration in a particular 


company on the basis of aggregate invest- 


ment for an account in all of its securities; 
and the overall ratio in each account with 
respect to proportions invested in mort- 
gages, bonds, preferred stocks and com- 
mon stocks and in various industries. 


THE ECONOMIC REVIEWS 


NE of the undramatic but most valu- 
Ounie parts of the relationship, judging 
by the comments of many bankers, is its 
follow-through. The continuing watching of 
ratios referred to in the preceding para- 
graph is an example of this. The monthly 
economic studies are another. There are 
ten of them, usually running two pages 
each, and published at approximately the 
same time each month. The subject head- 
ings are: 

General Business 
Banking 

Bonds 

Commodity Prices 
Political Developments 
Foreign Developments 
Industrial Earnings 
Steel Industry 

Public Utilities 
Railroads 


These studies are furnished as part of 
the general bank service, net alone that 
extended to the trust department. Their 
broad coverage and regularity help keep 
opinion current on all of the most import- 
ant subjects required in working out bank- 
ing and investment policies; and that with- 
out spending an inordinate amount of read- 
ing time. 

The research and economic studies of 
the counsel must be impartial, maintained 
solely for the extension of professional ad- 
vice, not for the development of securities 
underwriting, brokerage or other distribu- 
tion. At the same time, if the counsel is 
of any size, he is in rather close touch with 
what other investors as well as industry 
is doing and thinking. 


EXPANDED INSTITUTIONAL SERVICE 


NVESTMENT counsel should have a 
nee understanding of general trust 
principles, which, after all, are simply 
sound investment principles. Properly se- 
lected counsel offers a distillation of expert 
thinking covering all phases of the invest- 
ment problem that practically no medium- 
sized bank could hope to maintain under 
its own roof. 


As a whole, the trust department service 
is a natural expansion of consultant con- 
tracts which have been written with banks 
during a period of some fifteen years. These 
basic services furnish principally general 
economic banking and bond market studies 
and conclusions. The large and growing 
importance of common stocks in trust ac- 
counts, plus the necessity of being more 
specific in opinions, have brought on the 
development of the more specialized trust 
department service. Naturally many banks 
retain the counsel for both the general 
banking department and the trust depart- 
ment, spreading the cost between them. 


The possibilities in this trust department 
work have not been explored to the fullest 
extent. Use in the operation of common 
trust funds is a case in point. Designed 
primarily for small and medium-sized 
trusts, actual development to date of the 
common trust fund movement has been 
chiefly in the larger institutions. Never- 
theless, the wider diffusion of savings 
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makes it obvious that much of the future 
of the personal trust business lies outside 
the large financial centers. 


With the common trust fund movement 
still in its infancy, there is not much of 
a table of experience covering the use 
of outside investment or economic counsel 
in their management. However, there is 
nothing more complicated in it than in the 
use of counsel for the general trust work. 
The service can range from suggestions on 
general investment policy to suggestions on 
individual securities. 


‘TYPE’ PORTFOLIOS—THE NEXT STEP 


HE step from “approved” lists of se- 

curities to hypothetical portfolios is 
another which deserves exploration. One 
such portfolio might represent the need 
for maximum present income, another a 
willingness to build for the future within 
the limits of prudent trust management. 
Whether the use of such hypothetical port- 
folios would undermine the trust depart- 
ment’s acceptance of responsibility is a 
question which must be answered in a 


strong negative before this further step 
could be taken. 

Such lists, as they were modified from 
time to time, would depict changes in 
counsel’s thinking in a much more specific 
way than through generalized comment and 
large master lists. They could furnish also 
a method of measuring closely the depart- 
ure of a given trust from the counsel’s 
standard, whether or not the trust commit- 
tee agreed with that standard. 

Recently a nation-wide survey of best- 
selling books revealed that in the non- 
fiction list the two leaders were “Peace of 
Mind” and Dale Carnegie’s “How to Stop 
Worrying and Start Living.” Nothing 
could better illustrate the state of mind of 
the great numbers of our people. There 
is a basis for this concern; investment is 
a much more complex matter, even if it 
is no less certain a science, than it has 
been in various periods of our past. Hap- 
pily, the profession of economic and invest- 
ment guidance has grown along with the 
problem, and the investor deserves full use 
of all of the facilities available. 
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Family Businesses Again in Vogue 


ONG before Paul Revere set up the 

little foundry that has now become one 
of our big industrial corporations, family 
businesses were contributing to the de- 
velopment of America as a great nation in 
trade, commerce and industry. Through 
three centuries the small, local manufac- 
turer has been a mainstay in our economy. 


Technological developments and mass- 
production techniques put a premium on 
bigness in certain lines, and again many 
small businesses met the challenge by ex- 
panding, consolidating or pioneering. Others 
have often encountered difficulties not only 
of a competitive nature but also of finan- 
cing, continuity of management or sale at 
other than a sacrifice price. 


The changes in the tax picture in recent 
years have, however, rejuvenated interest 
of investors in small businesses. Investors 
who are in the higher tax brackets have 
come to appreciate the difference between 
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the income surtax rates and the 25% maxi- 
mum tax on capital gains. Those building 
an estate have been impressed more and 
more with the difficulty of accumulating 
out of dividend income as compared with 
increasing the asset value of progressive 
small businesses. 


Evidence of this renewed interest in the 
family or closely-held type of enterprise is 
found in the recent formation of a number 
of private and several public investment 
companies. Usually the object has been to 
buy the entire concern, but in some cages a 
controlling interest has been sought, while 
still another type of investor has appeared 
offering to buy a minority share. The 
latter is of interest to those desiring to 
diversify sources of income while retain- 
ing family control. 


This development has had a distinct ad- 
vantage to the owners of non-listed com- 
panies. In the first place it has provided 
a source of funds for needed expansion or 
funding of short-term loans. It has also 
made it possible to secure going-value 
prices instead of auction-block prices for 
blocks or entire issues of the stock. 


The liquidation of business interests in 
an estate has often been forced by the 
high rate of estate taxes, with resulting 
and often unnecessary losses. It takes a 
good deal of cash to satisfy the estate tax 
collector, and unless this is provided by 
previous estate planning for liquidity, or by 
conversion of part or all of the “frozen” 
capital investments into liquid assets, 
either undue losses occur or control of the 
business is lost to the family. 
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THE AMERICAN OPPORTUNITY PROGRAM 


How Chambers of Commerce Aid Community Relations 


LEONARD W. TRESTER 
Chairman, “American Opportunity” Committee, Chamber of Commerce of the U. S. 


HE results of public opinion polls on 

basic attitudes toward business have 
been in some ways more than a little dis- 
turbing. They have shown that a great 
many people had a lot of wrong ideas about 
important elements of the American system 
of free enterprise. 


Sometime ago, the Chamber of Com- 
merce of the United States—aware of the 
need for some measuring stick to judge the 
opinion of Americans about America— 
asked a number of recognized public opin- 
ion poll takers to make a “sounding.” They 
showed that the type of misinformation 
and misinterpretation which existed was of 
the kind that could influence the over-all 
opinion these people hold about the national 
economy in general, and about the benefits 
the American system offers them. In other 
words, a lot of people seemed poorly 
equipped to evaluate—and appreciate—and 
strengthen—the meaning of “American 
Opportunity.” 

It was found, for instance, that a good 
many people—not a majority but close to 
it—had the idea that a job with the govern- 
ment would provide them more security 
and better working conditions than a com- 
parable spot in private industry. 

More than 40 per cent of those inter- 
viewed felt, too, that if the government 
owned and managed all industries of this 
country, they would get more for their 
money than under the present system of 
competitive enterprise. 

In reply to another question in the poll, 
a majority said they believed that industry 
was taking a profit of around twenty-five 
per cent. Yet, when they were further 
asked to name a figure they felt would con- 
stitute a “fair” profit, most of them said 
that “ten per cent would be about right.’ 
In other words, most of those people were 
willing for industry to make a higher 
profit than the 6 or 7 per cent generally 
holding today—and, at the same time, 
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thought that industry was making five 
times that profit. 


A GRASS-ROOTS JOB 


ERTAINLY, there has never been a 
( in the history of America’s free 
enterprise system when the need has been 
greater for an understanding and strength- 
ening of that system by the people who 
live under it. 


Out of this need has developed the Na- 
tional Chamber’s Program For American 
Opportunity. It is an educational program 
which, vigorously carried out, will give 
millions of Americans a deeper understand- 
ing and a better appreciation of the op- 
portunities which come to them simply and 
solely because they are Americans! 


The Chamber’s role in this program is 
that of sponsor and advisor. The Chamber 
can guide employers and civic leaders in 
activating the program in their own indus- 
tries and in their own communities. The 
actual job of putting the program into 
active and energetic operation is a job to 
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be done by the many, at local levels. Local 
chambers can help local leadership to do 
the job. 

The National Chamber is a grass-roots 
organization. Its member organizations 
have an underlying membership of some- 
thing over a million and a quarter business 
and professional men. Those are the men 
who will do the job, under the impetus of 
existing danger signals and under the 
Chamber’s aid and guidance. 

The education of the many can be ac- 
complished best by reaching people indi- 
vidually, or in groups within the areas of 
their work and community life. That is 
true because the opinion of the individual 
worker regarding the free enterprise sys- 
tem is founded, almost without exception, 
on his individual experiences in relation to 
the companies for which he works. If em- 
ployees trust their employer, and under- 
stand his operations and his problems, as 
well as their own part within the company, 
they will more readily understand not only 
the basic economy of the country, but also 
the vital concern they personally have in 
strengthening it. 


EMPLOYEE CONFIDENCE 


gram For American Opportunity is 
that of dissemination of general informa- 
tion on the principles of our economic sys- 
tem, how it operates, and how it can and 
does provide higher standards of living for 
all. Inherent in the Program For American 
Opportunity, too, is the dissemination of 
information about individual companies to 
individual employees, that the workers may 
feel they are a more important part of their 
companies, and of their communities. 

For example—on the question of profits. 
To be sure, some companies issue special 
annual reports for their employees. Yet, if 
the worker isn’t friendly toward the com- 
pany, he’s not likely to be friendly towards 
what he reads, particularly if the report 
is issued in the language of Wall Street, 
rather than in the tongue of Main Street. 
He’s likely to think in terms of hidden 
profits, and to assume that the company is 
only trying to confuse the issue. 

But let the worker receive an employee 
report in the language he understands— 


| ee of the first precepts of this Pro- 
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and if he likes the company—and its man- 
agement—he’ll like what he reads. He’ll 
feel that he is included in the company’s 
business, that he has a stake in helping 
make the report an even more successful 
story of earnings next year, for everybody 
concerned, including himself. 

Of course it isn’t always possible for the 
men in the machine shop, for example, to 
know the men in the executive offices— 
particularly in a large concern. But it is 
possible for the men in the machine shop 
to know—and have faith—in someone closer 
to them—someone who can represent the 
executive offices. 


PLANT COMMITTEE WORK 


HESE, then, are the kinds of approach 
jean which suggestions are given for 
guidance in activating the Program for 
American Opportunity. Indeed, one of the 
first objectives of the American Opportun- 
ity Committee of the National Chamber 
has been that of enlisting the support of 
the individual employer in conveying to 
his employees and his employees’ families 
not only the best possible factual informa- 
tion about his business—but also a feeling 
of “belonging”—or participating—of shar- 
ing. 

To accomplish this, management needs to 
take a fresh look, not only at its own com- 
munication system with employees but also 
at the level of employee relations in gen- 
eral. Local programs in industry should be 
headed by top executives—if the programs 
are to be sparked with authority and initi- 
ative. 

In-plant committees can be set up—rep- 
resenting administration, production, in- 
dustrial relations, and public relations. The 
first job of these committees should be.that 
of research. The attitude of employees and 
of the community in general should be 
studied. Too, the planning of the overall 
program should be studied carefully, so 
that it will be tailored to meet local needs 
and to correct prevailing local misunder- 
standing. 


ESSENTIAL PARTS OF A PROGRAM 


ETHODS of communication between 
employer and employees should be 
carefully analyzed, 


and fully utilized. 
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House organs, annual reports, employee 
handbooks, news letters, and other similar 
material should be used to the best advan- 
tage possible. 


Personal contact between management or 
representatives of management, with em- 
ployees, should be undertaken to the great- 
est possible extent. The policies and prob- 
lems of management should be discussed 
with employees whenever practical. Em- 
ployee meetings and employee organiza- 
tions present further means of communi- 
cating the program to the workers. 


Plant tours and open houses can be util- 
ized wherever possible, to better acquaint 
the people of the local community with its 
local industries. Distributors and small 
businessmen can participate just as actively 
in this program as can the larger industries. 
Naturally, their tools of communication 
will be somewhat different from those em- 
ployed by the bigger concerns. Reports and 
house organs will be less frequently avail- 
able as a communication medium. But, on 
the other hand, personal contact with em- 
ployees can be more easily maintained. 


ESSENCE OF MUTUAL PROGRESS 


HE name applied to the program— 

American Opportunity—expresses the 
very essence of Americanism: opportunity 
not alone for business, but for every indi- 
vidual—regardless of race, class, or salary. 
The essence of Americanism lies not alone 
in the country’s material wealth, but also 
in its spiritual heritage; not only in its 
productive capacities, but also in its moral 
principles and ideas. 

The fundamentals of American Oppor- 
tunity are rooted in the dignity of the in- 
dividual; in private property rights; in 
wages and earnings; in security and a de- 
cent standard of living; in competition and 
free markets; and in the kind of govern- 
ment that guides and assists when neces- 
sary, and yet avoids autocratic control. 


The facts about the American system 
should and must be made known to every 
American. The educational program must 
embrace homes, the schools, the churches, 
the offices, the factories, and the rural 
crossroads. Facts must be put to work, to 
kill fallacies, in every city, town and hamlet. 
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Program for 


22nd WESTERN REGIONAL TRUST CONFERENCE 


American Bankers Association, Trust Division 


Portland, Ore.; October 13-15 


WEDNESDAY, OCTOBER 13: 10:00 A.M. 


Address of Welcome: 
Dorothy McCullough Lee, Mayor-Elect, 
City of Portland. 

“Activities in the Trust Field” 
R. M. Alton, Vice-President in Charge of 
Trust Department, The United States 
National Bank, Portland, Ore. 


“National Trends” 
Frank E. Holman. American Bar Associ- 
ation, Seattle. 


WEDNESDAY, OCTOBER 13: 2:00 P.M. 


“Taking the Conference Home to Your 
Associates” 

Merle E. Selecman, Secretary, A.B.A., 
and Deputy Manager in Charge of Trust 
Division. 

“Cost Accounting as a Must in the Trust 
Field” 

Robert A. Wilson, Vice-President, The 
Pennsylvania Company for Banking and 
Trusts, Philadelphia. 

“New Trends in Trust Compensation” 
Joseph W. White, Vice-President, Mer- 
cantile-Commerce Bank and Trust Com- 
pany, St. Louis. 


THURSDAY, OCTOBER 14: 9:30 A.M. 


“Real Property Management” 
Paul H. Dyste, Assistant Trust Officer, 
California Trust Company, Los Angeles. 
“Practical Problems in Setting Up a Com- 
mon Trust Fund” 
Hamilton M. Redman, Vice-President, 
The National Bank of Commerce, Seattle. 


FRIDAY, OCTOBER 15: 10:00 A.M. 


“Low Cost of Leadership” 

Ben H. Hazen, President, Benjamin 
Franklin Savings and Loan Association, 
Portland, Ore. 

“The Modern Concept of the Trust Device” 
T. B. Williams, Vice-President and Trust 
Officer, Security-First National Bank of 
Los Angeles. 

“The Outlook for the Utility Industry” 
Peter P. Stathas, Partner, Duff & Phelps. 
Chicago. 


FRIDAY, OCTOBER 15: 2:00 P.M. 


“Tax Problems Today” 
Clarence D. Phillips, Griffith, 
Phillips & Nelson, Portland, Ore. 
“Estate Analysis and Planning” 
Edwin McInnis, Trust Officer, Bank of 
America N. T. & S. A., San Francisco. 
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TAX ASPECTS of COMMON TRUST FUNDS 






LAURENCE W. DALTON 
Asst. Secretary, Wachovia Bank and Trust Company, Winston-Salem, N. C. 


HE trustee of a common trust fund 

may find itself confronted with the val- 
uation of ownership of participating units 
for estate and inheritance tax purposes. 
The trustee, therefore, should adopt a defi- 
nite policy with respect to the determina- 
tion of values. 


Each of ten common trust fund plans 
studied contains a provision similar to the 
following : 


“The income earned by the common fund 
between valuation dates shall be deemed to 
accrue at an equal rate from day to day, 
and the Trustee shall not be required by 
the trustee of any participating trust or any 
person having any interest therein to make 
any calculation for the purpose of deter- 
mining the amount of income actually earn- 
ed or accrued for any period other than a 
full period between valuation dates.” 


The inclusion of such a provision greatly 
simplifies the determination of the value of 
the income to which a beneficary of a par- 
ticipating trust is entitled if such benefici- 
ary dies between valuation dates. 


Since the amount to which the deceased 
beneficiary is entitled is fixed definitely by 
the provisions of the plan, and no other 
amount properly can be paid to his estate, 
this amount becomes that at which the 
value of his interest in the common trust 
fund is to be returned for estate and inheri- 
tance tax purposes. In the absence of such 
a provision in the plan, it might become 
necessary to determine the accrued or col- 
lected income of the common trust fund to 
the date of death of the beneficiary of the 
participating trust, and to value his inter- 
est in the common trust fund as the pro- 
portionate part of such income to which 
his trust is entitled. 


VALUATION OF PRINCIPAL ACCOUNT 
N reply to a questionnaire, thirteen trust 
institutions operating common trust 


This article is based upon a thesis submitted to Grad- 
uate School of Banking, 1947. 
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funds reported seven different methods for 
determining principal values. Two signifi- 
cant facts were revealed by the question- 
naire: (1) that the methods used to de- 
termine the value of units for estate tax 
purposes are widely divergent; and (2) 
that none of the institutions reporting 
makes an interim valuation of its fund for 
this purpose. 

An interim unit value could be estab- 
lished at the date of death of a beneficiary 
in the same manner as unit values are de- 
termined on regular valuation dates. How- 
ever, such an interim valuation seems 
neither necessary nor proper. The Internal 
Revenue Code, Section 811 (a), provides 
for the inclusion in the value of a decedent’s 
estate of the value at the time of his death 
of all property to the extent of his inter- 
est therein. If the personal representative 
of a deceased beneficiary could demand that 
the trustee of the participating trust with- 
draw from the common trust fund an 
amount equal to the market value of the 
proportionate interest of such trust in all 
property held in the common trust fund as 
of the date of the beneficiary’s death, a 
valuation of the common trust fund would 
be necessary. However, this is not the case. 
Federal Reserve Board Regulations, Sec- 
tion 17 (c) (4), provides that no partici- 
pation may be withdrawn from a common 
trust fund except on the basis of a valua- 
tion made as of dates specified in the plan. 
Hence, the value of the assets of the com- 
mon trust fund as of the date of death of 
a beneficiary is not conclusive in determin- 
ing the value of the units for estate tax 
purposes, as the beneficiary’s estate is en- 
titled only to the amount at which the units 
may be withdrawn on a valuation date. 


THREE BASIC METHODS 


HE seven different’ methods reported 
for valuation of the principal account 
may be reduced basically to three methods: 
(1) that of using the value at the im- 
medately preceding valuation date; (2) 
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that of using the value at the immediately 
succeeding valuation date; and (3) that of 
using a hypothetical Value based on an ad- 
justment of the values at the immediately 
preceding and immediately succeeding 
valuation date. 


The use of the value at the preceding 
valuation date without adjustment of any 
sort appears unsound. Common trust funds 
are seldom invested in securities or other 
property which maintain a constant value. 
There is no way in which a participating 
trust may withdraw its units at the value 
determined at.a preceding valuation date, 
and it is highly improbable that the value 
at which they will be withdrawn will be 
the same as at the preceding valuation 
date. Such a value is “water over the dam” 
and it would seem better not to use it un- 
less some adjustment is made. 


Use of the value at the next succeeding 
valuation date may be justified more easily. 
By use of this method the value returned 
for estate tax purposes is the exact value 
which can be obtained for the units at the 
earliest possible liquidation after the death 
of the beneficiary. Since the beneficiary’s 
indirect ownership of common trust fund 
units entitles his estate to receive this 
amount, it seems reasonable to say that 
such amount represents the fair value of 
the ownership of the units at the date of 
death. 


It is quite probable that after the death 
of a beneficiary and before the next valua- 
tion date the value of the assets of the 
common trust fund may fluctuate. It may be 
argued that as the result of an upward 
fluctuation, if the value at the next suc- 
ceeding valuation date is used, the estate 
of a deceased beneficiary may be forced to 
pay an estate tax based on a value greater 
than the actual value at the time of his 
death. Such an argument cannot be denied. 
Those institutions using the mean of im- 
mediately preceding and immediately suc- 
ceeding values, or an adjusted value based 
on such values, are attempting to compen- 
sate for this fluctuation. There may be some 
merit in such an adjustment. However, it 
should be borne in mind that, if by reason 
of such an adjustment the estate tax value 
is less than the value at which the units are 
withdrawn, an income tax may be assessed 
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on the short term gain realized upon liquid- 
ation of the units. Such a gain would be 
measured by the difference between the 
value used for estate tax purposes and the 
value at which the units were withdrawn. 
The tax on this gain might be sufficient to 
offset the saving realized by the use of a 
lower estate tax value. 

In the absence of Treasury Department 
regulations, no hard and fast rule may be 
laid down as to the method of determining 
the value of units held in a participating 
trust, the principal value of which is in- 
cludable for estate tax purposes in a de- 
ceased beneficiary’s estate. However, in 
view of the fact that the interest of such 
a trust in the common trust fund entitles 
it only to such amount as may be received 
at a valuation date, it seems logical to use 
the value at the first date at which with- 
drawal might be made following the death 
of a beneficiary. 


NON-RESIDENT BENEFICIARIES 


F trusts having beneficiaries who are 
| borne: of states other than that in 
which the fund is operated are permitted 
to participate in a common trust fund, a 
problem may arise in connection with ad- 
vising such beneficiaries as to the amounts 
of income to be included by them in their 
state income tax returns. Failure of the 
plan to limit the information which may 
be required of the trustee of a common 
trust fund may result in a large volume 
of extra work for the trustee or may neces- 
sitate the restriction of investments of the 
common fund to a type which has the same 
taxable status in all states. 


The definition of net taxable income and 
the specific classes of income subject to tax 
vary greatly between states. In order to be 
in a position to advise beneficiaries as to 
the proper amount to be included in state 
income tax returns, it would be necessary 
for the trustee of such a fund to analyze 
the income of the fund for each period on 
the basis of the law of each state which 
levies an income tax. It is doubtful that 
the benefit derived by permitting participa- 
tion by trusts having out of state benefici- 
aries would be sufficient to warrant the ad- 
ditional work to which the trustee of the 
common trust fund would be subjected. 
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If the information required of the trustee 
of the common trust fund is limited to 
that required for Federal income tax pur- 
poses and by the tax laws of the state in 
which the fund is being operated, an out- 
of-state beneficiary of a participating trust 
is placed at a distinct disadvantage. Neither 
of the figures ordinarily supplied by the 
trustee may be correct for inclusion in his 
individual state income tax return. The 
Federal figure may include interest on tax- 
able U. S. Treasury Bonds which are ex- 
empt from taxation by the state. The figure 
furnished for the state in which the fund 
is operated may include income which is 
not taxable in the beneficiary’s state, or 
may not include income which is taxable. 
In preparing his state income tax return, 
such a beneficiary must make a choice be- 
tween two figures, neither of which is ap- 
plicable in his state. To place the benefici- 
ary in such a position is obviously unfair 
to him. 


POSSIBLE SOLUTION 


HE problem might be solved by one of 
these methods: 


. Restricting investments of the com- 
mon trust fund to a type having the 
same tax status in all states. 


. Analyzing all classes of income for 
each period during the taxable year 
and advising each beneficiary of his 
proportionate share of each class of 
income. 


. Considering income from the common 
trust fund for state tax purposes to 
be the same as dividends from stock 
and reporting the entire amount. 


. Prohibiting participation in the com- 
mon trust fund by trusts having out 
of state beneficiaries unless such bene- 
ficiaries agree to use the information 
ordinarily furnished by the trustee or 
to obtain their own information from 
the annual reports supplied by the 
trustee. 

To limit the investments of a common 
trust fund to those having the same tax 
status in all states would detract greatly 
from the usefulness of the fund. Such in- 
vestments are difficult to find and the result 
might be that the fund would have to be 
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invested entirely in Government bonds. If 
such were the case, there would seem to 
be little point in using the fund at all 
since such bonds can be obtained in denom- 
inations small enough for outright pur- 
chase by the individual trusts. 


A considerable volume of work would be 
involved in reporting to each beneficiary of 
a participating trust his share of each 
class of income. Merely classifying the in- 
come as to dividends and the various classes 
of interest would not suffice. Many states 
have laws as to the taxability of dividends 
on stock of certain corporations or types 
of corporations. Therefore, it would be ne- 
cessary to advise each beneficiary of his 
share of the dividends received on each se- 
curity. The volume of work entailed makes 
this solution quite impractical. 


Taxation of income from the common 
trust fund for state tax purposes in the 
same manner as corporation dividends 
might result in the beneficiary of a parti- 
cipating trust paying a tax on income 
which would otherwise be exempt. By such 
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an arrangement even interest on Govern- 
ment bonds would become subject to state 
income taxes in the hands of the benefici- 
ary. Such a method would work equitably 
only in those rare cases where none of 
the income received in the common trust 
fund would be exempt from taxation in 
any state. 


The only practical solutions appear to be 
either to prohibit participation by trusts 
having out of state beneficiaries or to reach 
an agreement with such beneficiaries that 
they will not require the trustee of the 
common trust fund to supply them with 
net taxable income figures applicable to 
the state of their residence. It is only fair 
that such beneficiaries should be advised 
as to the difficulty of furnishing them with 
tax figures proper for their use. 


CONFLICT WITH PARTICIPATING TRUST 


TRUST institution operating a common 

trust fund occasionally may discover 
that it inadvertently has permitted partici- 
pation in its fund by a trust having pro- 
visions not in harmony with those of the 
plan of the common trust fund. On other 
occasions, it may find that the fund would 
be a desirable investment for trusts not 
already participating therein if it were 
not for such inharmonious provisions. 


It has been suggested that where the 
plan specifies that stock dividends, extra- 
ordinary dividends and rights shall be al- 
located to principal, and the terms of the 
individual trust require distribution of 
such items as income “it might be possible 
to include such trusts if the income bene- 
ficiary waived the right to receive such in- 
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come.”! Such trusts might also be included 
if the trust institution chose to “distribute 
from the common fund to all participating 
trusts all such dividends and rights or 
the value thereof and thereafter allocate 
this distribution within the participating 
trusts either to principal or income as their 
terms might require.” In the case of a 
waiver of rights by either the principal or 
income beneficiary, the value of stock divi- 
dends, extraordinary dividends or rights 
would be reported through the common 
trust fund as taxable to the beneficiary who 
actually received them by reason of the 
waiver of the other beneficiary. It is 
questionable whether a waiver of the right 
to receive stock dividends and rights would 
be effective in relieving the beneficiary, who 
otherwise would be entitled to such divi- 
dends and rights under the terms of the 
participating trust, from income tax liabil- 
ity in connection therewith. It is possible 
also that if the stock dividends or rights 
received are of substantial value the bene- 
ficiary who executed the waiver may be 
confronted with a gift tax problem. The 
adjustment provided by the second method 
would result in taxation of the value of such 
rights to the proper beneficiary in the in- 
dividual trust accounts and hence is prefer- 
able. 


Similar methods might be applied to 
trusts having amortization provisions. 
Waivers might be obtained or a participa- 
ting trust’s proportionate share of all pre- 
miums on bonds held in the common trust 
fund at the time of its entry into the fund 
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determined, and such premiums amortized 
in the individual trust account. As in the 
case of stock dividends and rights, no 
further adjustment would be required to 
assure the fact that the proper net amount 
of interest was taxed as income. 


If the rights of a remainderman are af- 
fected, it may be difficult to obtain waivers 
as the remainderman may be a minor or 
unborn. 


Inclusion in the common trust fund of a 
trust having any provision in conflict with 
that of the plan may constitute a breach of 
the individual trust and thus be improper. 
It should be borne in mind that “under 
the regulations, the federal tax officials 
have grounds to inquire into the propriety 
of the trust investment committee’s action 
in admitting trusts.”* The inclusion of 
trusts having provisions in conflict with 
those of the plan may jeopardize the tax 
exempt status of the entire fund. Hence, 
“all doubts as to the propriety of admitting 


“Wingfield, “‘Restrictions on Common Trust Fund,”’ Feb. 
1942 Trusts and Estates 207. 
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a trust should be resolved against its ad- 
mission.” To reach such a decision the 
trust committee need only ask itself, “Is it 
fair to other trusts participating in a 
common trust fund to run the risk of 
additional taxes by the inclusion of a doubt- 
ful trust?” 


PARTIALLY EXEMPT GOVERNMENT BONDS 


HE Internal Revenue Code, Section 169 

(c) (2), provides that each participa- 
ting trust’s share of the partially exempt 
income received by the common trust fund 
shall be considered as having been received 
by the participant of such interest. 


It is not recommended that investment 
policy be dictated by consideration of the 
volume of clerical work involved in tax 
accounting. However, where an equal net 
yield can be obtained from investment in 
fully taxable or fully exempt bonds with- 
out sacrifice of investment policy or di- 
versification, it would seem better to invest 
in such bonds. By so doing, the necessity 
of apportioning to the participating trusts 
the income from each separate issue of 
partially tax exempt bonds is avoided. 


LIQUIDATION OF INVESTMENTS OF 
PARTICIPATING TRUSTS 


SURVEY made by Trusts and Estates 
magazine to appraise the reasons for 
the slow development of common trust 
funds in New York state revealed that 


®*“Obstacles to Common Trust Funds,’’ May 1944 Trusts 
and Estates 475. 


some trustmen felt that “the common trust 
fund would probably work on new business 
far better than it does by including old 
as well as new. This objection to including 
existing trusts was based on tax problems 
which it was thought might arise from 
the liquidation of old investments of such 
trusts. It was felt that it would be neces- 
sary to take capital losses, which otherwise 
would not be taken, or to realize capital 
gains, which otherwise would not be real- 
ized, in order to get these accounts into the 
common trust fund. 


Gains and losses to participating trusts 
unquestionably would result from liquida- 
tion of their assets to provide funds for 
investment in the common trust fund. 
However, the resulting tax problem is no 
more valid objection to the inclusion of 
such trusts in a common trust fund than 
it would be to the reinvestment of all or 
a part of their funds in any type of secur- 
ity. The problem must be resolved on the 
facts in connection with each particular 
trust in the same manner as for any 
change in investments. In some cases the 
tax consequences of liquidating the invest- 
ments of an old trust doubtlessly will be 
found prohibitive. In other cases, the ad- 
vantage to be obtained through greater 
diversification, and possibly a higher rate 
of return, will more than offset the tax 
disadvantages resulting from liquidations 
of the old investments. The trustee should 
“give due consideration to the tax position 
of each trust before reaching a decision to 
include it.’’4 


*Maull, “Answering Objections to the Common Trust 
Fund,” July 1944 Trusts and Estates 55. 
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PIONEER COOPERATIVE BANK PENSION PLAN 


Penco Plan Makes Progress Report 


WILLARD L. CASE, Jr. 
Assistant Secretary, The Pennsylvania Company for Banking and Trusts, Philadelphia 


INCE the late fall of 1946 when the 

Penco Pension Trust Plan for Financial 
Institutions was first made available to 
banks throughout the State of Pennsyl- 
vania, there has been a steady increase 
in the tempo of interest shown by smaller 
and moderate sized banks in the establish- 
ment of formal pension plans for their 
personnel. 


That the Penco Plan affords a specific 
and concrete solution to the pension prob- 
lem is evidenced from the fact that since 
its inception, some twenty months ago, 
inquiries have been received at the rate of 
more than 15 per month. In furtherance 
of the real interest of these banking insti- 
tutions is the fact that preliminary cost 
estimates have been prepared and presented 
to the operating officers and generally their 
Board of Directors at an average rate of 
over 10 per month. To top this off, formal 
participation by individual banks in the 
Penco Plan has progressed at a rate ex- 
ceeding one bank per month to date! 


To specifically illustrate the foregoing, 
there are at present a total of 21 banks 
which have formally adopted and installed 
the plan, covering a total of 248 eligible 
employees (an estimated additional 50 
employees will be covered when they have 
completed their appropriate periods of 
service, necessary for eligibility). These 
banks have so far made contributions to 
the Trust Fund in excess of $162,000. 


It is believed that the Penco Plan’s 
growing popularity can be attributed to its 
economical operation and the wide range 
of choices which are available to banks in 
establishing eligibility requirements, pen- 
sion benefits and method of funding. Indi- 
vidual studies of each bank’s problem have 
revealed the vital necessity of tailoring a 
pension plan to a bank’s own requirements. 
This is possible only as a result of a care- 
ful study of payroll data, earnings record 
and financial structure. 


SEPTEMBER 1948 


BROAD FEATURES 


HE Penco Plan was designed primarily 

for the benefit of those employees who 
survive to retirement age. The death of 
an employee, or his termination of service 
prior to vesting, results in a credit to the 
participating bank in an amount equal to 
the full reserves accumulated in respect to 
that employee. This credit may be used in 
defraying future costs on the remaining 
employees. The benefits of the Penco Plan 
may be supplemented by death benefits 
through arrangements which have been 
made by The Pennsylvania Company under 
a group life insurance plan. 


Some banks have preferred to fund past 
service liabilities immediately in one sum, 
thereby reducing annual contributions to 
an amount sufficient to fund future service 
benefits currently. On the other hand, 
others have found it more convenient to 
level out contributions over the period of 
employment. 


Experience with the Penco Plan, to- 
gether with the almost universal prefer- 
ence expressed by those having it under 
active consideration, favors its use of pro- 
cedures which do not require contributions 
on the part of the employees. 


The Penco Plan, available to banks 
throughout the State of Pennsylvania, 
represents the most advanced thinking on 
the subject of cooperative pension planning. 
The Pennsylvania Company is very happy 
to prepare, without obligation, preliminary 
cost studies on the application of the plan 
to any interested banks. It does this as its 
contribution to solving an important per- 
sonnel problem facing the banking industry. 


Management and employees alike have 
expressed enthusiasm for the facilities 
which the plan provides. Employees are 
relieved of worry as to their future finan- 
cial security while management finds a 
definite financial advantage in being able 
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to plan systematic charge-offs of pension 
costs during the employees’ productive 
years. : 


TYPICAL QUESTIONS 


ATURALLY, employees of participa- 
Nitine banks have asked many questions 
regarding the Penco Plan when it was 
installed in their institutions. Samples of 
typical questions with appropriate answers 
under major groupings are as follows: 


Q. What is the Penco Pension Trust Plan? 


A. A Plan that provides an income for 
life after reaching retirement age. 

Q. What is its purpose? 
A. To encourage capable employees, by 


the reward of financial security in 
return for loyal and efficient service. 


Q. Do I contribute? 

_ A. No. The Bank pays the entire cost. 
ELIGIBILITY 

Q. Am I eligible? 


 - BOLK’S 

- BANKERS 
ENCYCLOPEDIA 
The Bank Leecloty 


Now Contains Two More 
Outstanding Features .. . 


* BANK TELEPHONE 
NUMBERS 


* BANK STATEMENTS 
TO THE NEAREST 
DOLLAR 

* 


SEPTEMBER 1948 EDITION 
ready soon 


Single issue price $27.50 
Five year rate $20.00 an issue 


* 
R. L. POLK & CO. 


431 Howard St. Detroit 31, Mich. 


A. Yes, if you are a regular employee 
and have been in the service of the 
Bank for. two years (assumed for 
purposes of illustration). 

Q. What if I were in Military Service? 

A. You come under the Plan upon your 
return to the service of the Bank, 
provided that you left the service 
of the Bank’ to enter military serv- 
ice. Time in military service is 
treated under the Plan as if it were 
in the service of the Bank. 

Q. What do I do to join? 


A. Nothing. You come under the Plan 

automatically. 
RETIREMENT 
Q. When do I normally retire? 

A. On the first day of the calendar 

month following your 65th birthday. 
. May I work for the Bank after my 
normal retirement date? 

A. Yes, at the request of the Board 
of Directors of the Bank. 

. May I retire before my normal retire- 
ment date? 

A. Yes, you may be permitted, with 
the consent of the Board of Direc- 
tors, to elect an earlier retirement 
on the first day of any month during 
the ten years prior to your Normal 
Retirement Date. 

. How much is my retirement income at 
my Normal Retirement Date? 

A. You can find the approximate amount 
by using the following formula (as- 
sumed for purposes of illustration) : 
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(1.) For Past Service—%4 of 1% 
on the first $3,000 and 1%% 
on the excess over $3,000 of 
your annual rate of earnings 
on the date the Bank places the 
Pension Plan into effect, for 
each year of past service after 
attaining the age of 30 years or 
after completing two years of 
continuous service, whichever 
oceurs later. 


For Future Service—1% on the 
first $3,000 and 2% on all over 
$3,000 of annual earnings for 
each year of future service to 
Normal Retirement Date. 
The normal pension for any 
participant will not be less than 
$10 per month. 


. What about benefits under the Social 


Security Act? 

. Your retirement income under this 
Plan is in addition to, and entirely 
separate from, any Federal benefits. 


. How much is my retirement income if 


I work after my Normal Retirement 
Date? 


. The same as though you had, in 
fact, retired on your Normal Retire- 
ment Date. Your retirement income 
will begin on your Normal Retire- 
ment Date, even though you contin- 
ue to work. 


. How much is my retirement income if 


I retire before my Normal Retire- 
ment Date? 


A. You will receive retirement income 


in a reduced amount which will be 





COINS 


the actuarial equivalent, as deter- 
mined by the actuary employed by 
the Trustee, of your normal pension 
accrued to your Early Retirement 
Date. This retirement income will 
be in lieu of the normal pension to 
which you would become entitled 
had you not elected to retire prior 
to your Normal Retirement Date. 


Q. How is my ‘retirement income paid? 
A. In equal monthly installments. It 


begins on the first of the month in 
which you retire and continues until 
the first of the month in which you 
die. 


Q. Can I arrange to have my retirement 


income adjusted so as to provide for 
continuation of payments to my wife, 
or someone else who may survive 
my death? 


. Yes. There are two options available 


under which provision may be made 
for adjusting your annuity pay- 
ments so as to provide a continuance 
of annuity payments to a designated 
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individual—the contingent annuitant 
—who may survive you. If you elect 
Option (a), evidence of your good 
health satisfactory to Trustee will 
be required, unless the election is 
made at least five years prior to 
your Normal Retirement Date, or 
within three months from the date 
the Pension Plan becomes effective. 
This option will become operative 
upon your Normal Retirement Date, 
even though you retire prior to such 
date, provided that you and the con- 
tingent annuitant are living on your 
Normal Retirement Date. 


If you retire prior to your Normal 
Retirement Date, you may then wish 
to elect an option that will become 
operative upon your Early Retire- 
ment Date and so protect your desig- 
nated contingent annuitant in event 
of your death at any time after re- 
tirement. In such event you may 
elect Option (b) subject to the sub- 
mission of evidence of your good 
health satisfactory to Trustee. 


1 my retirement income be taxed 
under Federal Tax Laws? 

. Yes. Under present Federal Income 
Tax Laws, retirement income pay- 
ments under the Plan are considered 
income when received and are taxed 
the same as wages or salary. 


TERMINATION OF EMPLOYMENT 


Q. What happens if I leave the service of 
the Bank before I Retire? 


A. Your status depends on how much 


service you have at that time. 


(1.) If you have less than 20 years 
of continuous service, you have 
no right to any benefit under 
the Plan. 


If you have 20 or more years 
of continuous service, you will 
be entitled, at your Normal Re- 
tirement Date, to an annuity 
to the extent which can be pro- 
vided by the reserves accumu- 
lated for your service prior to 
the time you terminate your 
employment. 


DEATH 


Q. What if I die before I retire? 


A. 


There are no death benefits under 
the Penco Plan. 


Q. What if I die after I retire? 


A. 


No further retirement income is 
payable, unless one of the optional 
forms of pension, Option (a) or 
Option (b), has become effective. If 
one of these options has become 
effective and your designated con- 
tingent annuitant is alive at your 
death, income payments will be made 
to the contingent annuitant for the 
balance of his or her lifetime. 


GENERAL 


Q. Who administers the Plan? 


A. 


The Bank keeps records such as 
your annual salary and dates of 
birth and employment, and computes 
the amount of retirement income 
which is due you. The Bank instructs 
the Trustee to pay the proper in- 
come, but the Bank itself does not 
handle any of the funds which are 
set aside to provide the benefits 
under the Plan. 


Q. What does the Trustee do with the 


contributions the Bank makes to the 
Trust Fund? 


. The Trustee provides continuing in- 


vestment supervision, but purchases 
and sales of all securities will be sub- 
ject to the approval of a Pension 
Committee composed of three mem- 
bers elected by the participating 
financial institutions. Under’ the 
terms of the trust indenture, invest- 
ments will be limited to _ bonds, 
equipment or other lease trust cer- 
tificates and guaranteed and pre- 
ferred stocks. 


Q. What happens to the funds if the Plan 


A. 


is ever discontinued? 


Money already deposited with the 
Trustee may be used only for your 
benefit or for the benefit of a con- 
tingent annuitant in the manner 
described in the Trust Agreement. 


TRUSTS and ESTATES 





FPRA SLIDE FILM SERIES 


Bank Films Produced Through Work of Visual Education Committee 


and Cooperation of Underwriting Banks 


HE series of five sound slide films pro- 

duced this year by the Financial Pub- 
lic Relations’ Association mark a long step 
in the direction of banks exploiting the 
tremendous opportunity for public educa- 
tion and indoctrination through the medi- 
um of films. This initial project was a set 
of five slide films depicting the experiences 
of an average couple considering bank em- 
ployment and its advantages. 


During World War II, the Armed 
Services and many industrial corporations 
recognized that employee training programs 
were more effective and received greater 
attention when conducted with sound slide 
films and motion pictures. Experience 
gained in this period showed the phenom- 
enal success of films in solving the problem 
of teaching unfamiliar and often complica- 
ted subjects to great numbers of people. 


Since films had evolved as perhaps the 
most effective known medium of training 
and propaganda, it is not surprising that 
much of the thinking behind the FPRA 
films was motivated by surveys which 
showed that 87% of the people buy 
through attraction by sight and 7% by 
sound. The many new employees hired by 
the banks during the war and post-war 
periods occasioned many requests from 
bank personnel men for good training films 
to include in their programs for indoctrin- 
ating the new people. 


VISUAL EDUCATION COMMITTEE APPOINTED 


N the strength of this evidence of in- 
§ 2a and potential, the FPRA decided 
to appoint a Visual Education Committee 
charged with the responsibility of explor- 
ing costs, production and distribution. Un- 
der the chairmanship of D. James Pritch- 
ard, vice-president of the Society for Sav- 
ings in the City of Cleveland, Cleveland, 
Ohio, work was started on the bank em- 
ployee relations and training films. 
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The committee selected Wilding Pic- 
tures to produce, and decided that.a sound 
slide film series should be attempted first 
because of the lower costs. John Chappell, 
assistant secretary, Central Trust of Cin- 
cinnati, coordinated the suggestions of the 
other committee members into the script. 
Robert Knight, trust officer, The Ohio Citi- 
zens Trust Co., Toledo, Ohio, prepared the 
manual that is used in conjunction with the 
series. Harry Gail, assistant treasurer of 
the Toledo Trust Co. worked on the adver- 
tising copy for the brochure. Harold Coth- 
rell, assistant vice-president, Fort Wayne 
National Bank, undertook responsibility 
for preparing a catalogue of films suitable 
for bank showing. FPRA president Robert 
Lindquist offered the facilities of the La- 
Salle National Bank in Chicago for many 
of the scenes. 


Edward B. Sturges, 2nd, of New York 
cooperated on the distribution of the films 
to savings banks. A preview of the films 
was shown to 150 public relations and per- 
sonnel men in_ savings bank forums 
throughout the New York state, and a 
theatre preview was held for 35 employee 
relations men in New York City. A follow 
up letter was sent out after the showings 


A still depicting bank courtesy from the FPRA 
slide film series. 





urging that savings banks build their -em- 
ployee relations and training programs 
around the films rather than hold a one 
shot showing. Mr. Sturges’s office reports 
that many savings banks have bought the 
series and are scheduling fall programs. 
Comment on showings to date has been 
most favorable. 


INITIAL COSTS UNDERWRITTEN BY MEMBERS 


EFORE production on the series was 

begun, an announcement was sent to 
all FPRA members describing the project 
and urging them to become charter under- 
writers for a hundred dollars. Sixty mem- 
bers joined the first group. Last fall, a 
Visual Education Clinic was held at the 
Convention in New York and the final form 
of the script was reviewed. Within a few 
weeks, over a hundred subscriptions had 
come in toward the $17,500 cost of the pro- 
ject. All sales.since then have gone to cover 
costs with any surplus being refunded to 
the original underwriters. 


The Committee Chairman, Mr. Pritchard, 
said that, “Valuable comments have been re- 
ceived from bankers in all parts of the 
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United States. In ene instance, a new em- 
ployee informed the director of the sales 
training program that she had gained more 
from seeing these films than from all the 
lectures he had previously given regarding 
public relations. In addition to bankers, 
we have had requests for the films from ad- 
vertising agencies and companies that sup- 
ply equipment to banks: Our interest in 
this series, of course, is for education of 
our Bank Specialists, and at the same time 
to make it available from time to time to 
our bank customers who request help in 
their employee training programs. Many of 
the banks in principal cities are buying 
additional copies for use by their corre- 
spondent banks.” 

A survey is now in progress to determine 
reactions and effects on employees in banks 
already using the films in an organized 
program. The experiences of the initial 
users should provide valuable suggestions 
to other personnel and training men in 
banking. The success in the use and financ- 
ing of this first series indicates that a 
more ambitious effort involving 16 mm 
movies may be practical. 
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LIFE INSURANCE and the MARITAL DEDUCTION 


EUGENE M. THORE 


General Counsel, Life Insurance Association of America 


NDER the Revenue Act of 1948, most 
Unusbande and wives, by filing joint re- 
turns, can materially reduce their aggre- 
gate income taxes. This relief has no spe- 
cial application to owners of life insurance, 
but indirectly it affords new opportunities 
to extend many insurance services.! The 
impact of the Act in the field of estate plan- 
ning so far overshadows its other conse- 
quences that this discussion will be limited 
to the changes in the Estate and Gift Tax 
Sections. 


The Estate Tax marital deduction avail- 
able with respect to decedents dying after 
December 31, 1947, introduces a new tax 
concept, the ramifications of which are 
manifold. The uncertainties are such that, 
without a doubt, many erudite students 
will refrain from advising policyholders of 
their rights pending the issuance of Treas- 
ury Regulations, except with respect to 
those clear-cut factual situations which 
are obviously within the language of the 
statute. As a practical matter, however, 
the requests of the thousands of policyhold- 
ers whose insurance estates need revision 
in order to qualify for the marital deduc- 
tion should not be deferred. Reasonably 
safe solutions can and should be recom- 
mended by counsel and accepted by insurers. 
On the other hand the apparent attractive- 


From address before Insurance Law Section, American 
Bar Association, Seattle, September 1948. 


1(1)A spouse now has a new economic value which 
should be fully covered by life insurance. (2) The tax sav- 
ings should increase the popularity of contributory pen- 
sion plans. Married employees will have more to invest in 
retirement benefits. (3) The new income tax exemptions 
in the case of the blind and the aged eliminate the income 
tax on the retirement incomes of many individuals. Jn the 
case of a retired married couple, each having attained 
age 65, whose only income is an annuity purchased for 
not more than $80,000, under the 3% annuity income tax 
rule there is no inccme tax until the aggregate of the 
annual exemptions (the difference between 3% of the 
cost and the annual annuity) exceeds the amount paid for 
the annuity. (4) Business insurance should ke reviewed, 
particularly in established stock retirement plans where 
originally it was determined that the higher income tax 
paid by the individual stockholders favored the payment 
of premiums by the corporation. (5) If a portion of the 
income tax savings is invested in life insurance the re- 
sulting increase in estates will require careful planning 
in many cases in order to obtain the full benefits of the 
Estate Tax marital deductions. 
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ness of the marital deduction should not 
engross attention to the extent that the 
factor of safety in estate. plans is reduced 
to achieve doubtful estate tax relief, nor 
should such a degree of caution be exer- 
cised that reasonably sound tax planning 
will be delayed. 


PROCEEDS WHICH QUALIFY FOR MARITAL 
DEDUCTION IN GENERAL 


ROCEEDS of a policy on the life of 
Pi. decedent which pass. to his spouse 
are:an interest in property to which the 
marital deduction applies. Proceeds of an- 
nuity contracts and of surrendered or ma- 
tured life insurance or endowment con- 
tracts left with the insurer under a settle- 
ment agreement which pass from the de- 
cedent to his spouse qualify within the 
broad definition of Section 812(e) (3) (D). 
An additional limitation requires that the 
proceeds passing must be included in the 
decedent’s gross estate. For example, if 
only half of the proceeds of a policy pay- 
able to W is includible (the other half be- 
ing non-taxable) only the half included in 
H’s gross estate would be entitled to the 
marital deduction. The Senate Report 
states that the proceeds of: insurance on 
the life of the decedent are an interest 
that passes regardless of whether the de- 
cedent had previously assigned the “policy 
or paid the premiums by way of gift. 


If life insurance policy is subject to an 
indebtedness lien only the net proceeds are 
included in determining the amount of the 
marital deduction.” If, however, the dece- 
dent directs his executor to pay off the 
lien on the policy, such payment would 
constitute an additional interest passing to 
the surviving spouse.* Some insurance com- 
panies will not permit the repayment of 
policy indebtedness after the death of the 
insured, in which case a provision in de- 
cedent’s will for payment by his executor 


“Section 812(e) (1) (E) (ii). 
%’Senate Report, Page 6. 














could not be fulfilled. Moreover, such a di- 
rection might involve Section 812(e) (1)- 
(B) (iii) which disallows the marital de- 
duction in the case of a terminable interest 
if the interest is “acquired for the surviv- 
ing spouse, pursuant to directions of the 
decedent, by his executor or by the trustee 
of a trust.” 


Where life insurance policies are as- 
signed as collateral security it is reasonable 
to assume that only the net proceeds after 
satisfying the assignee will qualify in de- 
termining the aggregate marital deduction. 
Where the value of assigned contracts ex- 
ceeds the assignee’s claim and the assignee 
must elect to satisfy his claim out of cert- 
ain of the contracts he should bear in mind 
the effect his election might have on the 
marital deduction. Normally such a claim 
should be paid out of non-qualifying pro- 
ceeds. 


LIMITATION ON AMOUNT OF 
MARITAL DEDUCTION 


ECTION 812(e) (2) (B) (iii)  specific- 
S ally provides that amounts receivable as 
insurance under policies upon the life of 
the decedent shall be subtracted from the 
entire value of the gross estate to the 
extent purchased with premiums or other 
consideration paid out of community prop- 
erty. Under this rule all such insurance 
proceeds are removed from the adjusted 
gross estate before the 50% limitation on 
the aggregate marital deduction is determ- 
ined. This presents no difficulty if the pro- 
ceeds of life insurance paid with commun- 
ity property are treated the same as other 
community property. In that case only half 





of the insurance proceeds would be included 
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in the decedent’s gross estate. 

An inequitable result may prevail, how- 
ever, if, under Code Section 811(g) (2), the 
entire proceeds of a policy paid for with 
community property are taxable in the de- 
cedent’s estate. Section 811(g) (4), which 
was repealed by the Revenue Act of 1948, 
provided in part that, “The term ‘incidents 
of ownership’ includes incidents of owner- 
ship possessed by the decedent at his death 
as manager of the community.” If the re- 
peal of Sub-section (g) (4) had the effect 
of restoring the incidents of ownership 
test as it existed prior to the 1942 amend- 
ments, it would seem to follow that the 
power of management vested in the hus- 
band by the laws of community property 
states should not now be construed as an in- 
cident of ownership within Section 811(g). 

Section 812(e)(2)(B) might offer a 
satisfactory solution to this difficulty. The 
next to the last sentence of that Section 
provides that for the purposes of comput- 
ing the adjusted gross estate, certain com- 
munity property shall not be considered as 
community property and, therefore, need 
not be subtracted from the gross estate. It 
further provides that where the whole of 
the community property, rather than only 
one-half, is taxable in H’s gross estate, such 
property shall not be deemed community 
property. This sentence was inserted to 
meet the problem arising with respect to 
pre-1927 California community property. 
The proceeds of life insurance paid for 
with community funds, if taxable in the 
decedent’s estate in entirety, might also 
satisfy this condition. 
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ESTATE TAX CONTRIBUTION OF LIFE 
INSURANCE BENEFICIARIES 


NDER Section 365(a) of the Act, the 

surviving spouse is not required to con- 
tribute to the estate tax if the life insur- 
ance proceeds payable to her qualify for the 
marital deduction and, provided further, 
that the aggregate life insurance proceeds 
do not exceed the 50% marital deduction 
limit. Under these conditions, the estate 
tax must be borne by other assets, unless 
such a contribution is required under the 
state law. 


If the life insurance proceeds entitled 
to the marital deduction exceed the 50% 
limit, proration under Code Section 826(c) 
applies to the excess. Care must be exer- 
cised, therefore, to make certain that an 
estate comprised of other property is suf- 
ficiently liquid to assume the burden of the 
estate tax without resort to life insurance 
proceeds entitled to the marital deduction. 
A life insurance policy on the life of the 
decedent, payable to his estate, in an 
amount sufficient to pay the estate tax, 
would protect the general estate from en- 
forced liquidation to meet the taxes in- 
curred. 


Where the burden of the death tax falls 
upon the surviving spouse or the property 
in which an interest passes to such spouse, 
the marital deduction is reduced by the 
amount of such death taxes. In the case 
of life insurance death proceeds this valu- 
ation problem may not be too troublesome 
by reason of the aforementioned Section 
365(a). Moreover in many states life in- 
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surance proceeds are either not taxed or 
are entitled to liberal exemptions. 


THE TERMINABLE INTEREST RULE 


N the case of a deferred settlement of 
| cena proceeds, if, upon the lapse of 
time, the occurrence of an event or con- 
tingency, or the failure of an event or 
contingency to occur,-the interest of the 
surviving spouse terminates or fails, a so- 
called terminable interest is created. For 
example, an annuity contract is a termin- 
able interest. However, a terminable inter- 
est does not destroy the marital deduction 
unless either of two added tests is violated. 
These may be labeled the “payee remainder” 
test and the “executor direction” test. 

Payee Remainder Test: Section 812(e) 
(1)(B) denies the marital deduction in 
the case of a terminable interest if, upon 
the termination or failure of the interest, 
the insurance or annuity benefits pass to a 
payee other than the surviving spouse or 
her estate, and as a result such payee may 
enjoy any part of such benefits. The rule, 
when applied to insurance contracts, will 
almost always be confined to deferred set- 
tlement agreements, family income type 
contracts or common disaster provisions, 
and since such settlements generally pro- 
vide for the payment of remainders to con- 
tingent beneficiaries, many insurance 
estates, as now arranged, may be found to 
violate the “payee remainder test,” and 
hence do not qualify for the marital de- 
duction. 

An instalment settlement to the surviving 
spouse, and upon her death to her estate, 













is entitled to the marital deduction since 
the payee remainder test is not violated. 
Similarly, settlement with the surviving 
spouse in the form of a life annuity with- 


out refund does not defeat the marital de- 


duction, although the Senate Report refers 
to such an annuity as a terminable inter- 
est.4 Ordinarily, such a terminable interest 
does not destroy the marital deduction if 


*See Page 12 of Senate Report, Example 1. 
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there is compliance with the “payee re- 
mainder” test. It seems patently clear that 
insurance proceeds, regardless of the- 
method of payment, whether in lump sum, 
installments, or held by the insurer at in- 
terest, will qualify for the marital deduc- 
tion if the executor direction test is not 
violated and if, under the contract, indi- 
viduals are not designated as contingent 
payees.® 

A change in a terminable interest, which 
violates the “payee remainder” test, occur- 
ring prior to H’s death might qualify the 
interest for the marital deduction. For ex- 
ample, if H takes out a policy on his life 
in which provision is made to hold the 
death proceeds for the life of W and upon 
her death pay the proceeds to X, if living, 
otherwise to the estate of W, if X prede- 
ceases H the interest of W is no longer 
terminable and qualifies for the marital de- 
duction. 


Executor Direction Test: If H directs 
that his executor or trustee purchase an 
annuity for W, the marital deduction is 
lost. In such case it is immaterial whether 
other persons have an interest in the an- 
nuity contract. The logic of this restraint 
is confounding. Exact reasoning suggests 
that an annuity payable to a surviving 
spouse, which satisfies the payee remainder 
test, should qualify for the deduction re- 
gardless of whether the decedent leaves 
property to his spouse through an annuity 
contract he purchased, or directs that his 
executor purchase such a contract. Socially, 
it would appear desirable to encourage di- 
rections which require the executor to 
provide security for the widow through the 
purchase of such an annuity contract. 


THE .COMMON DISASTER EXCEPTION 


N important qualification which softens 
pets impact of the payee remainder 
test, particularly in the case of life insur- 
ance contracts, provides that an interest 
passing to W will not be considered as 


5Deputy Commissioner D. S. Bliss has ruled: Where 
gross estate includes proceeds of insurance on decedent’s 
life which are retained by insurance company with inter- 
est thereon payable to surviving spouse during her life- 
time, and proceeds unqualifiedly payable to her estate, _ 
marital deduction under Section 812(e)(1) of Code is ai- 
lowable since no person other than surviving spouse has 
interest in proceeds. 
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terminable if, under the contract, W’s 
death will cause a termination of the inter- 
est only in the event her death occurs with- 
in a period of six months after H’s death, 
or only as a result of their death in a com- 
mon disaster. 

The customary practice of employing 
common disaster clauses in life insurance 
policies (providing for payment in a single 
sum) will not result in the creation of a 
terminable interest, provided the clause is 
limited to a period of time following the 
insured’s death of “not exceeding six 
months.” This exception to the terminable 
interest rule applies, however, only if the 
surviving spouse does not, in fact, die 
within the common disaster period which 
is limited to six months. 


POWERS OF APPOINTMENT IN CASE OF 
DEFERRED SETTLEMENTS 


HE amended Sub-paragraph (G) of 

Section 812(e) (1), provides that pro- 
ceeds of life insurance, endowment, and 
annuity contracts need not meet the payee 
remainder test if the following conditions 
are fulfilled: 

1. The proceeds must be payable either 
in installments or held by the insurer 
under an agreement to pay interest 
thereon.® 

. The installments or interest must be 
payable annually or at more frequent 
intervals, commencing not later than 
13 months after the decedent’s death. 


. All amounts payable during the life 
of the surviving spouse must be pay- 
able only to such spouse. 

. The spouse must have the power to 
appoint all amounts payable under the 
contract (exercisable in favor of (a) 
the surviving spouse or (b) the estate 
of such spouse, or in favor of either.) 

. The power must be exercisable by 
such spouse alone, and in all events. 

Insurance contracts traditionally have 

been quite free from discretionary powers. 
Settlement agreements under such con- 
tracts, unlike wills and trusts, are fairly 
hard and fast, and powers which might 
defeat such plans of settlement in the past 


*The agreement may provide for the payment of interest 
for a term followed by installments. 
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usually have been discouraged. Where ex- 
ceptional powers have been granted, it has 
been required that they be exercised during 
the life of the individual vested with the 
power. These practices and principles: col- 
lide with the rules contained in Sub-para- 
graph (G), which partially explains the 
reluctance of some insurers to fully embrace 
all of the powers contemplated therein. 


The life insurance companies appear to 
be unanimous in refusing requests which 
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permit the surviving spouse to exercise a 
power of appointment by will. This practice 
has been discouraged because it might de- 
stroy one of the paramount characteristics 
of the life insurance contract—the prompt 
payment of claims. Moreover, a life insur- 
ance contract is not considered to be testa- 
mentary in character. and hence should 
not be made to depend on the provisions of 
the insured’s will. If the insurer must look 
to the decedent’s will before making settle- 
ments, protracted and perhaps costly delays 
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would arise and the contractual certainty 
of the insurance policy impaired. Such a 
practice would create a conflict with the 
usual contract terms which require benefi- 
ciary changes to be made in writing and 
filed with the company during the lifetime 
of the individual who enjoys the right. 


Many insurers will not make an agree- 
ment with an insurued or owner of a policy 
under which a designated beneficiary is 
given power to appoint payees to take any 
remainder upon the death of such benefici- 
ary.-Some fear that such an arrangement 
may be invalid. Others feel that insurance 
contracts should be rigid, and that the in- 
sured should not leave the disposition of 
remainders to the discretion of his benefici- 
ary. The chief exception to this restrictive 
philosophy is the popular practice whereby 
insurers will make an agreement with the 
policy owner providing that the designated 
beneficiary has the unqualified power to 
withdraw part or all of the principal held 
by the insurer, or to commute and withdraw 
installments certain. Expressed in terms of 
Sub-paragraph (G), it is a power which 
the beneficiary exercises in favor of her- 
self. Accordingly, one of the essential pow- 
ers of Sub-paragraph (G) fits general life 
insurance practice, although many com- 
panies discourage an unlimited power and 
recommend that the right of withdrawal be 
limited to a fixed amount annually. 


The alternate power of Sub-paragraph 
(G) to appoint the surviving spouse’s estate 
lies somewhere between the power of with- 
drawal or commutation and the power to 
designate individual payees. Since it is 
limited to the appointment of the estate of 
the surviving spouse, it is not exposed to 
the testamentary objection, and from the 
standpoint of creditor claims seems more 
favorable than the power of unlimited with- 
drawal. Like the power of unlimited with- 
drawal, it offers an opportunity, however, 
to defeat contingent payees. In the case of 
either power provided in Sub-paragraph 
(G), the advantage in the marital deduction 
must be weighed against the possibility 
that the surviving spouse might exercise 
the power in order to defeat the contingent 
payees designated by the decedent. 


Most insurance companies will permit an 
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agreement which grants to the surviving 
spouse either or both of the powers of Sub- 
paragraph (G). At this time, a few seem 
disposed not to permit the power to appoint 
the spouse’s estate. It appears, however, 
that the power to appoint the spouse’s 
estate provides greater assurance that the 
decedent’s wishes will not be denied than 
does the power of unlimited withdrawal. A 
spouse might be sorely tempted to with- 
draw proceeds for use during her lifetime, 
but would entertain no desire to defeat 
contingent payees through the exercise of 
the power to appoint her estate. 
Sub-paragraph (G) not only applies to 
life an dendowment insurance death bene- 
fits, but also to annuity payments and en- 
dowment and surrender proceeds left with 
the insurer under a settlement agreement. 
Moreover, this Sub-paragraph also em- 
braces the proceeds of contracts owned by 
the decedent which insure the life of some 
other individual. Such contracts, or any 
agreements supplemental thereto, should be 
carefully scrutinized, and where a remain- 
der payee terminable interest is discovered, 
consideration should be given to the addi- 
tion of a power of appointment which will 
meet the requirements of Sub-paragraph 
(G) and will be acceptable to the insurer. 


SOME MISCONCEPTIONS REGARDING 
SUB-PARAGRAPH (G) 


HERE has been a tendency to speak of 
powers of appointment in ana 
graph (G) as requiring that the spouse 
have complete and unbridled control over 
the proceeds. Insurers report that some 
policyholders and their attorneys have in- 
sisted that the surviving spouse be given 
the power to appoint not only the spouse’s 
estate but also individual payees. The Sen- 
ate Report refers to the power to appoint 
for the benefit of others as a “lesser power” 
which will neither qualify for the marital 
deduction nor destroy it. Since many in- 
surers for good and sufficient reasons refuse 
to grant the power to appoint individual 
payees, the insistence upon such a power 
should be avoided because it is immaterial 
as far as the marital deduction is con- 
cerned. So long as the surviving spouse has 
one of the major powers, additional powers 
are not essential. 


SEPTEMBER 1948 


The power to appoint individual payees 
might become important if the surviving 
spouse exercises a power in favor of her 
estate and later, due to a change in circum- 
stances, requests that the appointment of 
her estate be revoked. In order to meet 
this situation, some companies will include 
in the original contract the power to redes- 
ignate the payees originally appointed by 
the decedent. This would seem to be a 
sound provision because the decedent’s or- 
iginal intent would be fulfilled. The surviv- 
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ing’ spouse could achieve the same result 
‘through provision in her will, but valuable 
contvact Yights might be preserved through 
a redesignation of the contingent payees.? 
However, it should be recognized that 
‘where the surviving spouse is granted the 
power to appoint to her estate it is not ne- 
cessary that the power be exercised in or- 
der to qualify for the marital] deduction. If 
this is clearly understood there should be 
few cases in which the surviving spouse 
will elect to appoint her estate and hence a 
power to redesignate the original payees 
may be of little practical importance. 
Another misunderstanding finds its root 
in an abundance of caution. Some doubt is 
cast on the scope of Sub-paragraph (G), 
and as a result it is concluded that the 
only safe course is to avoid naming contin- 
gent payees. Under this tenuous approach, 
the surviving spouse’s estate would always 
be named as final payee. The desires of the 
policyholder are thus unsatisfied in an en- 
deavor to achieve the marital deduction 
wwithout resort to powers of appointment. 
Without denying the seriousness of the 
many uncertainties presented by the 1948 
Revenue Act, such a captious approach 
seems unwarranted, except in rare cases 
where the designation of contingent payees 


"A favorable interest rate guarantee or protection from 
claims of creditors of the payees are examples of rights 
. which might be jettisoned. 














is quite unimportant.* Moreover. having 
established a plan which qualifies without 
resort to powers of appointment, nothing 
is accomplished tax-wise by requesting that 
the power of unlimited withdrawal or com- 
mutation be included in the agreement. 


8Under this reasoning, Subparagraph (G) is not given 
effect as an exception to the remainder payee test. 


(To be Continued) 





SUIT WAS FILED in the Supreme Court of New 
York County on behalf of four shareholders of 
the Continental Bank & Trust Co., seeking 
damages and recovery from the Continental’s 
board of directors and alleging waste of corpo- 
rate assets in the liquidation of the bank and 
sale of its assets to Chemical Bank & Trust Co. 
The petition charges, specifically, failure to 
obtain interest or some investment return on 
“approximately $12,800,000” in cash which is 
on deposit with Chemical Bank from which the 
Continental had hoped for a liquidating divi- 
dend by about July 1, but it is now said that 
there may be no disbursements for several 
months until the bank finds a home for several 
score remaining trusts which were not. taken 
on by Chemical Bank or other institutions. 

e 
THE 47TH ANNUAL CONVENTION of the Amer- 
ican Institute of Banking will be held next 
year in Portland, Oregon, from May 30 through 
June 3, it was announced by Pierre N. Hauser, 
national president of the Institute and vice 
president of The First Wisconsin National 
Bank, Milwaukee. General chairman of the 
convention committee is C. B. Stephenson, 
vice president, The First National Bank of 
Portland. * 
TRUST DEPARTMENT INCOME of 35 New York 
City Federal Reserve banks increased 7.9% 
during the first six months of 1948 as compared 
with the same period in 1947. During the same 
comparable periods, trust departments of 35 
sample banks in the Second Federal Reserve 
District outside of New York City, with de- 
posits of over $20 million, showed an increase 
of 8.8%. An increase of 14.4% was shown by 
25 banks having deposits from $5 to $20 mil- 
lion. * 
THE RECOMMENDATIONS for trust business de- 
velopment in Alabama, made by a commission 
appointed for that purpose, have been ap- 
proved by the State Bankers Association. The 
Commission’s report, delivered at the recent 
annual meeting of the association by Chair- 
man A. Key Foster, vice president of The 
First National Bank of Birmingham, is pub- 
lished at page 60 of the July issue. 
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ACCEPTANCE OF SMALL ESTATES 


Factors for Formulating Policies 


DAVID T. PYNE 
Chairman, Subcommittee on Small Estates, Trust Division, N. Y. State Bankers Assn.; 
Vice President, First Bank & Trust Company, Utica 


T its first meeting the sub-committee 
iedhan that the basic problems of 
small estates are the same in both large 
and small banks, and it was the definite 
feeling that the same quality of service 
should be rendered no matter what the size 
of the estate might be. The sub-committee 
felt it could be safely assumed that there 
are existing facilities among the banks of 
the state for handling a much greater vol- 
ume of appointments in this general cate- 
gory and that something of real value could 
be obtained in considering three broad 
phases of the question and then presenting 
the results of the study as a guide in de- 
veloping individual bank policies. 

It was noted that surveys in our state, 
as well as all over the nation, indicated 
there were possibilities for a tremendous 
percentage increase to banks and trust 
companies in the volume of estate appoint- 
ments and the experience of institutions 
which had aggressively solicited appoint- 
ments in “Small Estates” (no matter how 
the term was defined) had definitely indi- 
cated that development efforts along these 
lines had produced a volume of appoint- 
ments in estates, which could not be de- 
scribed as “small” in any sense of the word. 
The views of the committee are expressed 
below under three general headings. 


I. ADOPTION OF POLICIES RESPECTING 
ACCEPTANCE OF SMALL ESTATES 


F, during the lifetime of the testator, 
fa consulted the institution about the 
settlement of his estate and during such 
conversations the institution became aware 
of the size and nature of the estate as well 
as the testator’s general ideas of disposi- 
tion and indicated to him a willingness to 
act as his executor, the maintenance of 
xood public relations in the community or 
trade area may require acceptance of ap- 
pointment at the testator’s death if the 


SEPTEMBER 1948 


general nature of his estate has not been 
substantially changed. This does not sug- 
gest that the bank should always accept 
the appointment under all circumstances but 
it is stated so that the bank will be fully 
aware of possible .consequenes in the event 
of its refusal. 


If, on the other hand, the institution had 
no knowledge of its appointment prior to 
the testator’s death, it should consider its 
obligation to the testator, his family and 
to the community at large, and also to the 
institution itself, its stockholders and to 
the other accounts it is administering. These 
latter obligations are discussed under sub- 
sequent headings and proper consideration 
of all factors will lead the bank to a deci- 
sion on the acceptance of such unsolicited 
small accounts which will be, under the cir- 
cumstances, a freer one with proper weight 
given to the various factors involved. 


Banks are private corporations, owned 
by stockholders and organized to earn a 
profit on their capital funds. It is true they 
are basically service organizations and by 
their very function have a profound effect 
on the economy of the community in which 
they are located but at the same time they 
must guard their capital funds which pro- 
tect the community’s assets represented by 
its deposits in the bank. Operating trust 
department accounts at a loss will not pro- 
tect those deposits. 


FACTORS IN DETERMINING ON ACCEPTANCE 


N considering its ability to handle a 

small estate at a profit, the institution 
should give careful attention and proper 
weight to each of the following: 

Language of Will — Is it clear and free 
from the need of court interpretation? Any 
bank giving thought to handling a consid- 
erable number of small estates may wish 
to attempt to have certain uniform clauses 
included in such Wills. 











Nature of Estate Assets — Are they such 
that undue complications can be avoided 
during administration? Any situation in- 
volving the operation or closing of a busi- 
ness, unless additional compensation can 
be agreed upon, should be carefully studied. 

Disposition of Assets — Is the whole 
estate bequeathed outright or does the Will 
provide for one or more trusts? Obviously, 
if trusts are contemplated, the question of 
operating at a profit is doubly complicated. 

Is a Co-Executor Contemplated? — If the 
bank is to be only one of two or more exec- 
utors, it must of necessity examine its posi- 
tion much more closely, as its costs in these 
circumstances will undoubtedly be higher. 
Also its obligation, if any, to accept the 
appointment probably will be lessened if 
the Will names other executors. 


Personalities Involved — Are the people 
interested in the estate friendly toward the 
bank or are they antagonistic toward the 
bank’s appointment? In the latter case, the 
interests of the estate might better be 
served if the bank failed to qualify. 

Facilities to Handle Small Estates — 
Bearing in mind that the bank must exhibit 
the same care in administering small 
estates as it does in large ones, it must be 
sure it has properly organized its depart- 
ment to render that service at the minimum 
cost to the bank. 

Having reviewed the matter with its 
various ramifications, the bank must then 
evolve its own policy on the questions: 

(a) Shall it accept small estates; 

(2) What minimum size, if any, shall 
it impose. 


II. Most EFFECTIVE MEANS OF INFORMING 
PERSONNEL ON SMALLER ESTATES 


F a bank has an established procedure for 
Riseraine its directors, officers and em- 
ployees on general Trust Department mat- 
ters, then there seems to be no reason why 
the present methods are not suitable with 
respect to a Small Estate program and the 
facilities available for this type of business. 
However, certain of the customary methods 
are especially well adapted for use in this 
particular program and brief mention is 
made of a few methods that might be em- 
ployed. 
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(a) Adoption of a statement of policies 
with respect to small estates. It is imma- 
terial whether it is intended that the state- 
ment of policies when adopted shall be an- 
nounced publicly or whether it is intended 
merely to guide directors, officers and em- 
ployees. The mere consideration of the 
statement by the directors, if the trust 
officer has provided them with appropriate 
background information as to the reasons 
for the statement of policies and the trends 
toward smaller estates, cannot help but 
arouse the interest of the directors in the 
subject and cause them to become better 
acquainted with the Trust Department’s 
interest in small estates and its desire to 
secure business of this nature. 


(b) Open-house tours of inspection. An 
effective means of informing bank directors, 
officers, employees and prospective custom- 
ers concerning activities in the Trust De- 
partment is the so-called ‘“open-house” 
which brings such persons right into the 
Trust Department where, under the direc- 
tion and guidance of the trust officers and 
employees, the actual work of the Depart- 
ment is explained. Although, to be most 
effective, this method requires careful 
planning on the part of the Trust Depart- 
ment personnel, the results in those institu- 
tions which have had such functions have 
more than justified the work involved. 


(c) House Organ. In those institutions 
which have a house organ for distribution 
among employees. an effective method of 
keeping employees informed about the 
Trust Department is available. A carefully 
written announcement of a smaller estate 
program appearing in the house organ 
would seem to have value. 


(d) Reports by trust officer at directors’ 
and officers’ meetings. Reports on Trust 
Department matters by the Trust Officer 
in charge might well be on the agenda for 
all or many meetings of bank officers and 
directors. On such occasions the trust officer 
could provide the directors and officers with 
up-to-date information about the Trust De- 
partment such as an explanation, but- 
tressed by departmental statistics, of the 
reasons for embarking upon a program for 
the acceptance of appointments in smaller 
estates and an explanation of the means by 
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which the Trust Department expects to 
handle such accounts. 


(e) General advertising. If not already 
a routine practice, each officer and director 
and perhaps selected employees should re- 
ceive, prior to release or publication, copies 
of all new business material distributed by 
the Trust Department. 


III. METHODS OF ACQUAINTING PUBLIC 
WITH CORPORATE FIDUCIARY FACILITIES 


HERE appears to be a growing tend- 
‘oe on the part of banks to employ 
the services of outside organizations in 
the preparation of trust new business ma- 
terial. This takes recognition of the speci- 
alized nature of fiduciary work and usually 
has the advantages to be obtained in using 
standardized pamphlets and other material 
which can be secured at much less expense 
than those developed by the bank itself 
for limited distribution. 


The regular program for mailing this 





material to prospects could well include, 
from time to time, releases which point di- 
rectly to the matter of Small Estates and 
the advantages to be gained by bank ad- 
ministration. Besides material sent to the 
regular list of prospects, the opportunity to 
reach customers of other departments of 
the bank should not be overlooked. Especi- 
ally prepared material can be included with 
the regular month-end statements sent to 
checking account customers and with bills 
sent to customers of the safe deposit depart- 
ment. 

In the views expressed by this sub-com- 
mittee it is recognized that no single policy 
line could be suggested which would be suf- 
ficiently flexible to permit its acceptance 
on a state-wide basis. The desired result 
is an examination by each bank of its facili- 
ties to the end that it may establish for its 
guidance a policy on Small Estate accept- 
ance and may then proceed to implement 
its policy by adequate activities both inside 
and outside its own | organization. 
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— THE CAPITALABOR TEAM— 


Developments which have promoted, or promise to promote, mutual 
welfare of employees, employers and providers of capital tools. 


The Profit Story and Morale 


In a recent survey of employee concepts of 
the size of company’s profits, Houser Asso- 
ciates, New York personnel counsel, came up 
with the same findings that Roper had proved 
on a national scale: the great majority of 
employees had exorbitant concepts of profit to 
the company per dollar of sales. But’ Houser 
Associates followed through with an identical 
survey immediately after the release of their 
client’s annual report, and found that the 
picture had changed appreciably for the bet- 
ter. Going one step further, they tied em- 
ployee profit conceptions to employee morale 
and found that a definite relationship existed: 


HOW EMPLOYEE MORALE VARIED WITH ESTIMATES OF PROFIT 
PROFIT ESTIMATE %OF EMPLOYEES 
OVER 40% 
31% — 40% 
21%- 30% 
u%— 20% 
10% OR LESS 


4.7 Powrs BELOW Company Avensce 
1.1 Powrs BELOW 
& Pomrs BELOW 
1.0 Powrs BELOW 
- .? Powrs ABOVE 


MADE NO ESTIMATE au 1.2 Powrs ABOVE 


100% 


The answers to the question “When em- 
ployees do unusually good work, how often 
do they get recognition or praise for it?” were 
similarly compared to morale scores with 
such greater differences. The graph below, 
drawn to exactly the same scale as the one 
above, shows that morale was much, much 
more closely associated with the type of per- 
sonal satisfaction which comes from a “pat 
on the back” than with ideas about company 


Employee Stock Plans 


With the announcement by President Gwilym 
A. Price: “Westinghouse believes that it is in 
the best interests both of the company and of 
the employee that the employees be given an 
opportunity to have an ownership interest in 
the company.”, Westinghouse joined the grow- 
ing number of corporations offering options or 
purchase plans to workers. The company has 
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registered 900,000 shares of common stock 
with the SEC to be offered to employees, 
through a payroll deduction plan, at $3.00 be- 
low the average market price in the month 
in which payment for stock is completed. Each 
employee may purchase one share for each 
$200 of his annual wage or salary at the rate 
of two dollars per month per share. Under this 
plan, the maximum price will be $31 per share 
while the minimum will be $25 per share, the 
approximate book value of the stock. Elected 
officers and directors will be excluded from 
the plan, under which participants may cancel 
their purchases and have their money re- 
funded at any time up to the tenth day of the 
month in which payments are completed. 


Guaranteed Annual Wage 


The National Planning Association, a non- 
profit foundation, has released a report pre- 
pared for the NPA Subcommittee on Guar- 
anteed Annual Wages which concerns itself 
primarily with the economic consequences of 
such plans. According to the authors, Union 
Bag & Paper Co. Chairman and President 
Alexander Calder and Dr. James L. Knipe, 
“In the steadier sectors of the industry, the 
limited experience to date indicates that the 
guaranteed annual wage has real possibilities 
and deserves careful consideration by top man- 
agement. However a company which has experi- 
enced, or expects to experience, wide fluctua- 
tions must limit the plan in many ways or 
risk destruction of itself as a job-making 
machine. Plans involving such restrictions as 
a definite limit of the company’s obligation to 
the individual worker, a limit on the com- 
pany’s gross financial liability in any year, 
or the company’s right to transfer workers to 
another job, will show up unfavorably with 
plans formulated in the stable industries. How- 
ever they constitute a step in the right direc- 
tion, provided both management and workers 
would try earnestly and realistically to make 
them work successfully in both the short-run 
and the long-run.” 


PARKE-BERNET GALLERIES, INC. plans to move 
into a building which will occupy an entire 
block in mid-Manhattan. The new quarters are 
expected to be the most modern structure in the 
world for the public auction of art, literary and 
other personal property. 
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WHAT CAUSES DEPRESSIONS ? 


RUFUS S. TUCKER 
Economist, General Motors Corporation 


OR over a century production, employ- 
ment and income in all countries have 
had the habit of dropping so far, roughly 
every 10 or 20 years, that the result has 
been a severe depression. Economists have 
thought out many explanations for this. 
Perhaps the soundest generalization is 
that depressions result from previous 
booms. But it is not true that every period 
of prosperity must be followed by a de- 
pression. The booms that must be followed 
by depressions are not normal periods of 
prosperity because they contain certain 
elements of instability. The essential ele- 
ment of instability is an increase in the 
volume of active purchasing power greater 
than an increase in the volume of goods 
produced. This means that money or bank 
deposits in the hands of persons who are 
willing to spend them increases faster than 
the things on which they wish to spend 
their money, with the result that prices in 
general, or important groups of prices, 
rise. The profits. salaries and wages of per- 
sons engaged in the production of these 
goods also rise. 


The way to prevent a serious spiral of 
deflation is to prevent the volume of bank 


credit from being inflated beyond the 
danger point. This is the problem: to pro- 
vide enough bank credit to keep business 
going at a good level while not providing 
so much as to make a later reaction likely 
or inevitable. 


DANGER SIGNALS 

HAT are the signals by which one 

may recognize the danger point? 
(1) Rapidly rising commodity prices. 
(2) Rapidly rising real estate prices. 
(3) 
(4) 
(5) 
(6) Rapidly rising wages in some indus- 

tries. 


Rapidly rising stock prices. 
Large flotations of new securities. 
Abnormally low unemployment. 


m. address before Buffalo Chamber of Commerce, Aug. 
948, 
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(7) Rapidly rising consumer credit. 
(8) Rapidly rising mortgages. 


In general, when five or six of these 
phenomena are present, and the total of 
bank loans and investments is rising, it 
would appear very likely that the boom 
has reached a dangerous stage. Under 
normal conditions of world trade further 
warning would be given by an export of 
gold and a decline in the price of high- 
grade bonds. 


Such a boom is usually brought to an 
end by a general realization that many 
types of goods can no longer be sold at 
prices that cover the cost of their produc- 
tion, and on the part of businessmen and 
investors that the profits on which they 
had been counting are not likely to be 
realized. 


PREVENTATIVES 


F the previous analysis is correct, the 

following list of measures seem to be 
logical in order to prevent the period of 
prosperity from developing into a danger- 
ous boom. 


(1) Avoid artificially low interest rates. 


(2) Maintain high bank reserve require- 
ments. 


(3) Avoid price supports. subsidies and 
speculative loans. 


(4) Balance national and local govern- 
ment budgets and reduce government debts. 

(5) Keep consumer credit on a sound 
basis. 

(6) Require large down payments on 
houses bought under mortgages. 

(7) Watch inventories closely and ex- 
amine reported profits closely to ascertain 
the importance of inventory gains and the 
possibility of inadequate allowances for de- 
preciation and obsolescence. 

(8) Postpone deferrable public works if 
labor or materials are scarce or high priced. 

(9) Do the same with regard to private 
plant expansion. 





(10) Keep cost of production down by 
obtaining more output per worker. 

In the present situation it is urgently 
necessary to take steps to prevent the 
public debt from being further monetized, 
i.e., to limit the ability of banks to extend 
more credit by selling their government 
securities. 


The huge piled-up demands for goods 
that could not be produced during the war 
will not continue indefinitely: In some in- 
dustries they have already disappeared. 
And when that happens business prudence 
alone will not be enough; it will be neces- 
sary for the government and the Federal 
Reserve to help fight inflation in order to 
prevent a depression; and the longer they 
wait, the harder the task will be. We still 
have a few months, or maybe years, to go; 
but if corrective measures are not soon 
taken we shall be in a situation that has 
always resulted disastrously: in the past, 
and the depression which some government 
economists promised us in 1946 might still 
come upon us in 1950. 


Use of Pension Plans Increasing 


RECENT decision of the National Labor 

Relations Board requiring employers to 
bargain on retirement plans proposed by un- 
ions, coupled with John L. Lewis’s liberal pen- 
sion plan for the mine workers, has elevated 
pensions to a key bargaining issue in the 
current third round negotiations. The Labor 
Relations Institute, New York, reports both 
increasing pension demands by unions through- 
out the country and wider study of the prob- 
lems involved by managements. 

To aid management in keeping abreast of 
sound trends in pension planning, the Institute 
has prepared an eight-point checklist of pen- 
sion plan fundamentals. 

1. It should conform to the regulations of the 

Taft-Hartley Act covering employee wel- 

fare funds. (Section 302) 
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. It should supplement Society Security pay- 
ments and be flexible enough to meet any 
changes to be made in the future in the 
Social Security Act. 

. Employee contributions to the plan on the 
basis of 33% to 50% of the total cost 
should be provided. 

. The plan should be financed on a sound 
actuarial basis. 

. Provisions should be made for pension 
credits, out of current profits for services 
rendered by employees prior to the installa- 
tion of the plan. 

. It should aim at retirement pay equal to 
about 50% of the employee’s annual earn- 
ings over the preceding five years. 

. Retirement should be made compulsory at 
the agreed retirement age, but the company 
should have the right to permit individual 
workers to continue employment in special 
situations. 

. It should allow earlier retirement, at reduced 
benefit rates, for workers who cannot meet 
company physical standards. 


Reviewing the trends in pension planning, 
the Institute notes the following: 


More Liberal Benefits: Unions will be sure 
to push for pensions sufficiently high to en- 
courage workers to leave the company at 
retirement age. 


Coverage: A ne wdrive will be started by 
unions for wider coverage of workers and 
more liberal retirement eligibility require- 
ments. 


Employee Contributions: The number of plans 
to which employees contribute has been in- 
creasing steadily, even while the amount of 
the contribution has been cut. 


Selling the Plan: Management has come to 
realize that the details of a company-spon- 
sored plan have to be “sold” to the employ- 
ees. They must be educated to understand 
the benefits. 


Reprints of a complete pension plan analysis 
are available upon request from Labor Rela- 
tions Institute, 1776 Broadway, New York 19, 
New York. 
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Outlook for Interest Rates 


HERE is much to support the view that 

the long-term trend will be moderately up- 
ward for a long while to come. It may be that 
the first phase of the postwar readjustment up- 
ward in interest rates and bond yields was com- 
pleted in the early part of this year, and we 
should make allowance for the probability that 
the movement of yields and rates may be down- 
ward in periods when demand for credit is 
light and when the government is an active 
borrower, but these are apt to be temporary 
interruptions. 

I asked 28 of the nation’s leading students 
of investment trends to tell me whether they 
thought that five years from now yields would 
be lower, about the same, up moderately, or 
up substantially. Their views are summarized 
in the following table: 


Opinions of 28 Leading Experts on the Level 
of Interest Rates and Bond Yields Five 
Years from Now 


Yields on long governments— 
Lower - 
About, the same - 
Moderately higher . 
Materially higher 


Yields on long high-grade corporate bonds— 
Lower vee i ee. 
About the same : oar Te 
Moderately higher _._....____ on 
Materially higher - 

Yields on mortgages— 

Lower . : 
About the same .- 
Moderately higher - 
Materially higher - 


Yields on Treasury certificates— 
Lower __. ams ns 
About the same - 
Moderatel yhigher 
Materially higher 


PER CENT 


The preponderance of poe 


opinion is that during 
periods of active business 
the demand for funds is 
likely to be so substantial 
that the pressure will be 
upward on the whole in- 
terest rate structure. 


WHOLESALE PRICES — 


Fiduciary Investment in Investment 
Shares Increasing 


INVESTMENT IN OPEN-END INVESTMENT COM- 
PANY SHARES by banker-fiduciaries has in- 
creased nearly 300% in the last ten years, ac- 
cording to a report from Vance, Sanders & Co., 
Boston, based on their nation-wide survey. The 
increasing use of these shares by fiduciaries is 
a prime factor in the rapid growth of open-end 
investment trusts. 


The report says, “for example, in one group 
of funds, shares are held by 3,700 banks and 
trust companies acting in a fiduciary capacity, 
as compared with fewer than 1,000 in 1937. 
This growing acceptance of open-end invest- 
ment companies by bankers—especially as a 
means of handling small trust funds that might 
prove burdensome or uneconomical for banks 
to handle individually—has played a major role 
in the overall growth of the industry from as- 
sets of nothing to assets of more than $1,500,- 
000,000 in fewer than 25 years.” 


Inflation Hedge Fallacy 


“AFTER NINE YEARS OF INFLATION we again 
have proof — as we did in our World War I 
post-war inflation — that prices of goods have 
little effect on prices of stocks,” remarks in- 
vestment counsel Allen Bernstein in a recent 
article in Commercial & Financial Chronicle. 
He explains departure of action from the 
theory that inflation should be bullish on stock 
prices by distinguishing the type created by 
need from that, as at present, created by 
“desire.” The latter he defines as arising out 
of the current ability to satisfy comforts rather 
than necessities. 


Pointing out that it is politically unfeas- 
ible to stop an inflation as long as there is an 
ample supply of necessities, and changing a 
boom into a deflation, Mr. Bernstein provides 
the following comparative-price chart: 


DOLLARS PER 
SHARE OF STOCK 
250 


INDUSTRIAL STOCKS 
DOW-JONES 
SCALE —> 


SOURCE: U.S. DEPT. OF COMMERCE: GROSS NATIONAL PRODUC 


= 
NATIONAL INCOME, & CORPORATE PROFITS 


NATIONAL CITY BANK OF N.¥i CORPORATE NET WORTH 


MURRAY _SHIELDS, Vice 
president, Bak of the Manhat- 
tan Co., New York. In address 
to National Assn. of Mutual 
Savings Bank, May 25th. 


1939 1940 


SEPTEMBER 1948 


1941 


U. S. BUREAU OF LABOR STATISTICS: INDEXES OF COST OF LIVING, & 


HOLESALE COMMODITY PRICES 


1942 1943 1944 1945 1946 1947 1948 


CHART PREPARED BY BERNSTEIN-MACAULAY, INC., 
INVESTMENT & INDUSTRIAL COUNSEL; NEW YORK,N. Y. 
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TRUST ASSETS and GROSS EARNINGS RISE 


NOTHER substantial gain in the vol- 
ee of assets administered by trust 
departments of national banks in 1947 is 
revealed by the annual report of Comp- 
troller of the Currency Preston Delano, 
which makes its appearance somewhat 
earlier this year than in recent times. As 
of the last day of the year, 1,511 banks 
were handling individual trust funds ag- 
gregating $19,434,797,446, as compared 
with $17,852,431,286 for 1,507 banks on 
December. 31, 1946, a gain of approximately 
10%. 

The number of individual trust accounts 
rose from 163,866 to 168,477, with the av- 
erage in each account again increasing 
from $108,945 to $115,356. The average 
volume of trusts in each department ad- 
vanced from $11,846,338 to $12,862,209. 


Gross earnings from trust department 
activities likewise increased about 10%, 
from $50,399,000 to $55,063,000. with the 
average moving up somewhat less propor- 


tionately from $35,128 to $37,945. The ratio 
of trust earnings to total operating earn- 
ings of all national banks, including non- 
trust department, remained constant at 
3.2%. 


The San Francisco Reserve District re- 
placed New York as the only district other 
than Chicago with more than $10,000,000, 
in gross earnings, but Cleveland again 
made the largest gain percentagewise, 
jumping from $4,068,000 to $6,440,000. 

For the first time in recent years, the 
number of corporate trusts being admini- 
stered showed an increase, from 18,379 to 
20,195, volume also rising from $8,575,988,- 
512 to $9,442,840,717. 

Reversing slightly the record of the pre- 
vious year, the percentage of investments 
in bonds inched up from 66.44% to 66.5% 
and stocks slipped back from 24.82% to 
23.6%. 

Tables showing these and other details 
are reproduced herewith. 








Fiduciary Activities of National Banks by Federal Reserve Districts as of Dec. 31, 1947 


(money figures 


authority 
but not exercising fidu- 


ciary powers 


Federal Reserve 


with 


districts 


ing fiduciary powers 

banks authorized to ex- 
ercise fiduciary powers 
Number of living trusts 


Number of banks exercis- 
Total banking assets of 


Number 


w 
«1 


$4,242,337 
14,593,358 
3,925,372 
5,365,371 
3,233,973 
4,483,777 
11,530,003 
2,642,148 
2,154,196 
3,480,934 
3,993,570 
14,012,795 


73,657,835 


nue 
aon 
a 
i] 
o-~) 


Philadelphia ...... 
Cleveland 

Richmond .... 

REO a ities 
Chicago 

St. Louis rom 
Minneapolis: ............-... 
Kansas City ............. 
Daley sicoce = 

San Francisco 


es 
worn 


roc 
o~10 


Ncw 
~an- 


~] 
«1 
n 





4,593 
5,519 
8,118 
11,384 
5,486 
4,530 
27,680 
2,338 
2,601 
3,594 
3,241 
11,788 


90,872 


in thousands) 


earnings for year ended 


Assets of individual trusts 
Dec. 31, 1947 


Number of court trusts 
Volume of trusteed bond 
Trust department gross 


Number of corporate 


$1,294,806 
1,776,333 
514,798 
2,403,045 
687,023 
1,050,081 
6,985,101 
222,579 
1,314,756 
948,000 
434,009 
1,804,268 


19,484,797 


463 
1,100 
389 
2,181 
414 
844 
8,033 
1,061 
362 
2,785 
837 
1,726 


20,196 


$322,166 
4,179,129 
62,429 
637,122 
269,303 
355,361 
2,428,759 
129,064 
66,702 
249,449 
248,615 
494,741 


77,605 9,442,841 





Percentage Classification of Investments in Living and Court Trust Accounts Under 
Administration by National Bank Trust Departments, Dec. 31, 1947 


Real Miscella- 


Trust investments classified according to 
capital of banks administering trusts Bonds 


Banks with capital of $25,000 -........-.--cceseece--.------ 77.80 
Banks with capital of $25,001 to $50,000 56.67 
Banks with capital of $50,001 to $100,000. __. 47.35 
Banks with capital of $100,001 to $200,000 ............... 48.22 
Banks with capital of $200,001 to $500,000 .............. 45.61 
Banks with capital of $500,001 and over ......... 68.01 

Total ie peat She SS leas ER 66.50 
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Total in- 
vestments 


$141,887 
4,575,901 
52,389,272 
265,358,120 
758,693,501 
14,368,347,764 


15,449,506,445 


Real estate 
mortgages estate 


5.92 4.76 
6.78 11.28 
5.75 12.95 
8.61 8.24 
6.90 7.19 
3.72 2.98 


3.97 3.31 


Stocks 


4.54 
23.97 
31.17 
32.20 
35.69 
22.77 


23.60 


6.98 
1.30 
2.78 
2.73 
4.61 
2.52 


2.62 
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CAPITALISM and COMMUNISM: CHURCH VIEW 


Both Censured by World Council of Churches Report 


e6 EJECTION” of the ideology of Cap- 

R italism, as well as Communism. was 
urged on all Christians in a report made to 
the World Council of Churches by its sec- 
tion on “The Church and the Disorder of 
Society.” Representatives of all Christian 
churches except Roman Catholic and Rus- 
sian Orthodox in forty-two countries re- 
ceived the report draft at the meeting in 
Amsterdam this month. 


Along with a clear-cut denunciation of 
Communism, the section report criticized 
Capitalism on the basis that it tends to: 


1. “subordinate what should be the pri- 
mary task of any economy — the meeting 
of human needs — to the economic advan- 
tages of those who have most power over 
its institutions” 

2. “produce serious inequalities” 


3. “place the greatest emphasis upon suc- 
cess in making money” and 


4. cause “such social catastrophies as 
mass unemployment” 


Dutch 


included, besides 
and Swiss theologians, three Americans, 
one of whom (Charles P. Taft) had asked 
for reconsideration of the report, but the 
motion to receive it was voted overwhelm- 
ingly. 


The committee 


While observers remarked this as a re- 
flection particularly of the European church 
mind, similar criticisms have been widely 
proclaimed from American pulpits, and the 
questioning of the economic justice of the 
free enterprise system is a world-wide 
phenomenon. Major concern is again shown 
in the report over the concentrations of 
power “which under capitalism are mainly 
economic and under communism both eco- 
nomic and political.” 


LTHOUGH the report stated that “Man 
is not made for the state but the state 
for man,” it elsewhere advocated “subordi- 
nating all economic processes and cherished 
rights to the needs of the community.” This 
is a fundamental inconsistency which ad- 


216 


mittedly has never been resolved to uni- 
versal satisfaction, but can too readily, if 
promoted by both church and school and 
succorred by self-seeking politicians, pre- 
vent the very “freedom to control, criticize 
and change their government” which the 
report also urges. It too easily becomes state 
ownership of the means of production and 
control of distribution, primary tenets of 
communism. 


Noting the disillusion people have gone 
through in various changes of systems 
and the strong appeal which well-dressed 
forms of totalitarianism make to great 
masses of people, the report notes that 
“especially for many young men and wo- 
men, communism seems to stand for a 
vision of human equality and brotherhood.” 


This is certainly the challenge of the 
times to the “beneficiaries of capitalism” 
whom the resolution-makers urge to “try 
to see the world as it appears to many who 
know themselves excluded from its privi- 
leges and who see in communism a means 
of deliverance from poverty and insecurity.” 


The fact that capitalism has so far shown 
the most universal opportunity for men to 
enjoy its “privileges” and to build their 
own savings against poverty has not, ap- 
parently, been effectively presented to the 
great masses or to their religious leaders. 
Poverty and insecurity come not from cre- 
ation of private capital but from failure to 
create it, preclusion of personal rights to 
earnings and confiscation of savings. 

The processes of capital formation and 
distribution have not been widely under- 
stood outside the business world, but their 
social philosophy has not been too widely 
understood within the business world. Un- 
less cooperative efforts between business, 
church and school can breach this gap, we 
will have a weak foundation for our enter- 
prise system, and a confirmation of the lack 
of respect for the honestly-gained property 
of others which has led twice in this gen- 
eration to world wars of conquest. 
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MASS PRODUCTION vs. SMALL BUSINESS 


Technological Developments Favoring Flexible 
Decentralized Plants 


JOHN M. BLAIR 
Federal Trade Commission 


The potential effects of technological changes on which Mr. Blair re- 
marks can have a marked influence on investment policy as well as indus- 
trial development throughout the country. They indicate a change of pace, 
and often a change in direction in corporate size, as well as location and 
capital requirements. A recent report of the U. S. Department of Com- 
merce on growth of manufacturing corporations from 1939 to 1946 
is significant in showing that while the assets of 200 largest gained 41%, 
assets of 800 other representative companies gained 96%. In sales the 
800 showed a gain of 148% against 100% for the 200, and the difference 
was even more marked in net profits (after taxes) which were up 61% 
for the large-sized compared to 150% for the smaller companies. It 
should be noted, however, that number of employees is not an accurate 
gauge, since certain large-capital enterprises such as the oil and -chem- 
ical fields, have mechanized to such a. point as to get great production 
with small number of employees. Marked differences will be noted be- 


tween varying types of business.—Editor’s Note. 


HE subject of the comparative effici- 
; goal of different sizes of business has 
long raised one of the most perplexing di- 
lemmas in the entire body of economic 
theory. From the beginning of the Indus- 
trial Revolution, the scale of operations has 
tended to become larger; on an over-all 
basis, large plants with over 1,000 wage 
earners increased their share of total man- 
ufacturing employment from 18 per cent 
in 1914 to 27 per cent in 1937. 

But this trend toward large size has by 
no means been universal throughout all 
manufacturing industries; nor has it even 
been a continuous movement. During this 
same period the average size of plants was 
actually decreasing in a significant number 
of industries. Out of 204 industries for 
which comparable data are available, the 
average size of plant (as measured by 
wage earners per establishment) decreased 
in no less than 63, or roughly one-third of 
the total. 


It is known that the small plant has al- 
ways had certain natural advantages, as 
in the production of specialized articles. 
These have been summarized by Lewis 
Mumford as follows: 


Excerpts from address at 60th Annual Meeting of 
\merican Economie Foundation. 
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To be efficient, the small plant need not remain in 
continuous operation, nor need it produce gigantic 
quantities of foodstuffs and goods for a distant mar- 
ket; it can respond to local demand and supply; it can 
operate on an irregular basis, since the overhead for 
permanent staff and equipment is proportionately 
smaller; it can take advantage of smaller wastes of 
time and energy in transportation, and by face-to-face 
contact it can cut out the red tape of even efficient 
large organizations. 


CAPITAL-SAVING DEVELOPMENTS 


UST as technological forces were basic- 
| ally responsible. for the long-term in- 
crease in the over-all importance of large 
wate. Sa it appears that there are im- 


portant new technological developments 
which tend to promote a smaller rather 
than a larger scale of operations. These 
new “capital-saving”’ or “decentralizing” 
techniques make possible a large increase 
in output with only a small increase in 
capital or the same output with a much 
smaller amount of capital. 


Just as steam replaced water wheels as 
the primary source of industrial power, 
so is steam in turn being replaced by elec- 
tricity; as steel replaced wood as the basic 
material of industry, so is it in turn being 
replaced by light metals, alloys, plastics, 
and plywood; as_ single-purpose, highly 
specialized machines replaced hand labor, 
so are they being replaced by newer, more 
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TRENDS TOWARD SMALLER-SCALE OPERATIONS 


SELECTED MANUFACTURING INDUSTRIES 
PROPORTION OF TOTAL WAGE EARNERS EMPLOYED 
1 PLANTS WITH OVER SOO WAGE EARNERS 


LUMBER AND TIMBER PRooUcTS |'°° 
(OVER 250 WAGE EARNERS) 


PERCENT 
(00 SCREW MACHINE PRODUCTS 


° 
4 1919 1937 1914 1919 i929 1937 
PERCERT 


inn Ef 


1914 1919 1937 1914 1919 1929 1937 


flexible and adaptable mechanical and 
chemical machines and processes; and as 
railroads replaced the canal, the wagon, 
and the oxcart, so are railroads being re- 
placed by the motor truck and the automo- 
bile. 


These techniques, introduced in an in- 
creasing-returns industry, would presum- 
ably have the effect of reducing the scale 
of operations at which diminishing returns 
set in. 


ELECTRICITY ALLOWS DECENTRALIZING 


HE replacement of steam by electricity, 

which has continued through prosper- 
ity, depression, and war, has been among 
the most important of the decentralizing 
techniques. Electric power can be trans- 
mitted over great distances. Generation of 
electric power for industrial use is feasible 
in areas which do not have sufficient coal 
to support a comparable level of industrial 
activity with direct steam power; and elec- 
tricity can be generated by new sources, 
particularly hydro power as well as diesel 
electric units, which not only produce rea- 
sonably inexpensive energy but also provide 
complete independence from coal. As Mum- 
ford has stated: 


The efficiency of small units worked by 
electric motors utilizing current either from 
local turbines or from a central power plant 
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has given small-scale industry a new lease 
on life; on a purely technical basis it can, 
for the first time since the introduction of 
the steam engine, compete on even terms 
with the larger units. 


Light metals, alloys, plastics, and ply- 
woods are replacing iron and steel as mod- 
ern industrial materials. While the actual 
production of some of these raw materials, 
particularly the light metals, still involves 
large capital outlays, important capital- 
saving effects may be achieved in their 
fabrication into finished products. With 
the same capital investment in fabricating 
equipment, the output of finished products 
can be substantially increased. 

Another new material, plastics, in re- 
placing metal, wood, glass, and paper, 
“circumvents the machine shop, jumps 
from the raw material to the assembly line 
in one mighty leap. 


In summary, because of the greater 
machinability of light metals, the simplicity 
and low cost of producing plastics and 
plywood, and the reduced obsolescence and 
greater productivity of machinery result- 
ing from the use of alloys, it may be ex- 
pected that the increased substitution of 
these new materials will reduce the amount 
of capital required per unit of product and 
thereby tend to result in the establishment 
of newer, smaller, and more efficient plants. 


NEW MACHINES AND PROCESSES 


ODERN technology has had the same 

general capital-saving effects in the 
field of machinery and processes as in pow- 
er and materials. The most important me- 
chanical capital-saving technique is the in- 
dependently-operated, multi-purpose ma- 
chine. Powered by electricity and practic- 
ally independent of its surroundings, the 
multi-purpose machine can operate inter- 
mittently and quickly change the nature of 
its product, thereby enabling the small 
plant to take the fullest advantage of varia- 
tions in local demand. 


New processes such as welding, stamping. 
and die-casting comprise another import- 
ant mechanical form of capital saving. 
With a capital involving only the purchase 
of a few presses and several dies, with 
power and overhead ranging from as low 
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as one-tenth of a cent on small items to 
only a few cents on large items, and with 
only a few workers to operate the presses, 
the total costs of the stamping plant are 
far lower than those of the older method 
of casting or forging followed by machin- 
ing. 

The world of chemistry offers perhaps 
greater potentialities of capital-saving than 
even these extremely efficient new mechani- 
cal processes. In the field of machines and 
processes, the development of industrial 
measuring, recording, and controlling in- 
struments has had significant capital-sav- 
ing effects. 

The growing importance of industrial 
instruments, particularly the controlling 
devices, by assuring accuracy of operations 
and high quality .of output, have aided 
small plants, possessing relatively inexpen- 
sive general-purpose machines, to compete 
effectively on a product-for-product basis 
with large plants possessing expensive, 
highly-specialized machines. By speeding 
up operations and eliminating unnecessary 
idleness of equipment, they have tended to 
increase the effectiveness of existing ca- 
pacity. By effecting savings in fuels and 
raw materials, they have tended to reduce 
the buildings and equipment required in 
handling, preparing and storing. By im- 
proving the continuity of operations, they 
have made possible substantial reductions 
in stand-by equipment. By protecting 
equipment against breakdowns, they have 
tended to reduce the amount of capital 
spent on repairs and replacements. And by 
reducing or eliminating sudden changes in 
the speed of operation, temperatures, pres- 
sures, etc., they have extended the life 
and usefulness of existing equipment. 


GREATER ACCESSIBILITY 


O longer is it necessary to channel 
(Woes materials over great distances 
from a relatively small number of rich 
sources into a few giant clusters of in- 
dustrial facilities located at the railroads’ 
terminal points. And no longer must the 
mass distribution of the finished products 
be limited to those markets which can 
economically be served only by the rail- 
roads. 
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The truck serviced, decentralized plants 
can tap nearby sources of low-cost raw ma- 
terials which have never been exploited 
merely because they did not exist in suffici- 
ent quantities to justify the expense of a 
railroad line. Similarly, it can service near- 
by local markets whose potential demand 
has never been fully met merely because 
of their distance from the tracks. The 
combination of electric power and motor 
transport has thus brought the same type 
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of flexibility and fluidity to plant location 
as the independent, multipurpose machine 
has brought to internal plant operations. 

There is tangible evidence which strong- 
ly suggests that these decentralizing tech- 
nological forces are of increasing import- 
ance in the actual industrial world. Thus 
many of the nation’s leading corporations 


have already instituted extensive programs) 


of plant decentralization. General Electric 
alone has increased its plants from thirty- 
six in 1940 to ninety-seven in 1947. Most of 
the corporation’s new plants, employing 
from 50 to 1,500 persons, are considerably 
smaller than its pre-war factories. Charles 
E. Wilson, president of G.E. has stated: 
“With fewer people we find that manage- 
ment can do a better job of organizing 
facilities and personnel. This results in 
lower costs and better production control. 
On the basis of tentative studies, it ap- 
pears that the costs of generating electri- 
city in atomic power plants may compare 
rather favorably with the costs in coal 
plants. If this proves to be the case, then 
the other attributes of atomic energy—its 
mobility and its infinitesimal transportation 
costs—should lead to its widespread utili- 
zation, particularly in underdeveloped areas, 
thus giving a powerful thrust to the whole 
decentralization movement. 





WELLINGTON 
> WE mat 


75th Consecutive 
Quarterly Dividend 


This dividend of 20c per share 
from ordinary net income is pay- 
able September 30, 1948, to stock- 
holders of record, September 15, 
1948. 


WALTER L. MORGAN 


Philadelphia President 


Qualified by long experience and complete facilities to serve you — 


State - Planters 
BANK AND Juust COMPANY 


RICHMOND, VIRGINIA 
Member Federal Deposit Insurance Corporation 


DECENTRALIZED OWNERSHIP AND CONTROL 


F these techniques do lead to a signifi- 

cant decentralization of the productive 
units of industry, why should not owner- 
ship and control also be decentralized? The 
existence of large, plural-unit corporations 
has traditionally been rationalized on two 
grounds: that technology requires a large 
scale of operations, involving big and costly 
plants, and that several independent plants 
can be more efficiently operated under com- 
mon ownership and control than under in- 
dividual ownership. 


The logical argument that the common 
ownership of several plants does not con- 
tribute to efficiency has perhaps been best 
summarized by Dr. Frank A. Fetter: The 
“economy of large production” in this sense 
is essentially a phenomenon of the single 
unit plant rather than of plural unit plants. 
It is a matter of internal arrangements and 
economies within a single plant. It is tech- 
nical or technological, not financial or com- 
mercial. It will be observed that combina- 
tion by means of special holding companies 
or by ownership of stock in other corpora- 
tions gives unity to the ownership, but not 
to the productive processes of the subsidi- 
ary companies. 


PROS AND CONS OF CENTRALIZATION 


N the other side, arguments can be 
B  alcerbhe ad infinitum in support of 
the proposition that centralized ownership 
of plural units does contribute to efficiency. 
Thus it may be claimed that if the plants 
are of varying degrees of efficiency, the 
poorer ones will be brought up to the level 
of the best. Or it may be contended that 
selling and distribution costs, in particular, 
are lower when a variety of different prod- 
ucts are sold by the same organization. Or 
that more capable officials and specialists 


*Cf. Sam H. Schurr and Lewis N. Dembitz, ‘Economic 
Aspects of Atomic Energy as a Source of Power,” Ameri- 
can Economic Review, May, 1947, pp. 98-117. 
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can be hired to supervise specific aspects of 
the operations. 

By way of rejoinder, it can be argued 
that addition of plants under common own- 
ership increases the difficulties of effective- 
ly supervising the internal efficiency of 
each plant. Or that the incentives for effici- 
ent operation are by no means as sharp and 
compelling in a huge corporate structure 
as in single-plant companies. Or that the 
loss of direct contact between the individual 
worker and the top management results in 
a reduction of labor productivity, and a 
general feeling of distrust between labor 
and management. Or that the operation of 
several plants under common ownership re- 
quires the use of expensive accounting and 
control methods and procedures. 


The first statistical attempt to appraise 
the efficiency of centralized operations was 
made by Professor Arthur S. Dewing, who 
compared the earnings of thirty-five con- 
solidations with the previous earnings of 
the constituent firms which made up the 
consolidation. Dr. Dewing found that the 
aggregate earnings of the separate compet- 
ing establishments prior to consolidation 
were nearly a fifth greater than the earn- 
ings of the first year after consolidation, 
and between a fifth and a sixth greater 
than the average for the ten years follow- 
ing the consolidation. 


STUDIES SHOW RELATIVE MERITS 


STUDY made by the National Indus- 
Aiwa Conference Board compared the 
output per man-hour of consolidations with 
that of independent firms in sixteen manu- 
facturing industries for the years 1920-26. 
It was found that, taking the industries 
as a group, the consolidations and the in- 
dependents broke about even, with the con- 
solidations having a slight, but very slight, 
advantage. 


The same general results were obtained 
in terms of the trend of productivity. The 
independents showed a slightly greater in- 
crease in output per man-hour in six in- 
dustries. In four other industries, both the 
independents and the consolidations made 
about the same percentage gains. And in 
the remaining eight the consolidations had 
the advantage. 
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In the rubber tire industry study pub- 
lished by the Office of Temporary Controls, 
comparisons were made of unit costs, brok- 
en down in considerable detail, between 
“four large manufacturers” and ten other 
manufacturers, the study covering most of 
the industry’s producers. 


Briefly, the lower costs of the smaller 
companies in net waste, factory overhead 
and the indirect items, particularly in sell- 
ing, general and administrative expenses, 
enable them to show lower total unit costs 
in each of the eight comparisons, despite 
the great advantage gained by the Big 
Four in direct materials costs. 


The widely-held assumption that the 
ownership and control of plural production 
units by single corporate enterprises con- 
tributes to efficiency would seem to rest 
upon an overwhelming absence of support- 
ing facts. The only noticeable gain achieved 
by these large corporations is in the pur- 
chase of materials, which undoubtedly re- 
sults more from their superior buying pow- 
er than any technological or managerial 
efficiency. 


While certainly not conclusive, this evi- 
dence would suggest that if the new capi- 
tal-saving techniques do lead to a signifi- 
cant decentralization of productive units, 
such a trend should certainly be accom- 
panied by a decentralization of ownership 
and control, since there is no basis for as- 
suming that the decentralized units would 
be operated more efficiently as parts of 
large plural-unit corporations than as in- 
dependently-owned enterprises. 
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— WHERE THERE’S A WILL — 


EORGE HERMAN RUTH, baseball’s be- 

loved Babe, left his souvenirs, mementoes, 
athletic equipment and other articles of per- 
sonal property pertaining to baseball to his 
executors with the request that they divide 
them among those persons designated by him 
from time to time or in such manner as they 
deem proper. Cash bequests of $5,000 each 
were given to his wife and two daughters, 
$10,000 to his sister, and $500 to two em- 
ployees. 

In 1927, Babe Ruth executed a trust with 
Bank of The Manhattan Company wherein 
he reserved the right to designate by will a 
new beneficiary of the trust income and prin- 
cipal. Exercising this right, he provided that 
during the term of the trust, which was meas- 
ured by the life of his daughter Dorothy, Mrs. 
Ruth is to receive all the income. After her 
death, the income is to be divided between the 
daughters, Julia’s issue to take her share 
should she die. 


. In the event of Dorothy’s death (terminating 
the trust) while Mrs. Ruth is still alive, the 
executors are to purchase an annuity for her 
which will yield $6,000 per year. The balance 
of the fund is to be divided into two parts, one 
of which is to go to the issue of each of the 
Babe’s daughters. or, failing issue, to those 
whom the daughters appoint by will. 


After prolonged efforts on the part of his bus- 
iness manager, Christy Walsh, to get him to 
save, Babe Ruth in 1927 started with $50.000 a 
trust fund which was to reach $200,000. This, 
with the $50,000 annuity which was purchased in 
the mid-twenties, paid Ruth a total of $150,000. 
Photo shows the Babe signing the trust agree- 
ment as Mr. Walsh (center) and Frank L. Hilton, 
vice president of Bank of the Manhattan Co., 
look on. 


The estate tax assessed by reason of the 
inclusion of this trust as part of the estate is 
to be borne by the trust. 


The rest of the estate passing under the 
will is placed in trust to pay the income to 
Mrs. Ruth, and at her death 90% of the 
principal is to be distributed to the two daugh- 
ters and 10% to the Babe Ruth Foundation, 
Inc., “a corporation dedicated to the interests 
of the kids of America.” 


Three individuals were named executors and 
trustees, with the direction that, within 90 days 
from the date upon which one shall first act 
as sole executor or trustee, he is to appoint 
a bank or trust company which has been in 
active business for 25 years. If he fails to do 
so the Chase National Bank of New York is 
so nominated. 

* * * 

LEXANDER W. CHAMBLISS, Chief Jus- 

tice of the Tennessee Supreme Court, gave 
$5,000 to the Chattanooga Old Ladies Home 
and $25,000 to Carson and Newman College. 
Another $25,000 bequest goes to his sister and 
$1,000 each to his secretary and a Mrs. Pat- 
terson for her assistance to his late wife. 

The rest of the estate is shared by his son, 
who was named executor with Hamilton Na- 
tional Bank of Chattanooga, and his daughter. 
Provision has been made for a trust fund for 
Mrs. Chambliss but this was cancelled by a 
codicil after her death. 


In Memoriam 


JOHN C. HINKSON, vice president, secretary 
and trust officer of DELAWARE COUNTY TRUST 
Co., Chester, Pa. 

OMER T. HOUSTON, vice president in charge 
of the trust department of PLAINFIELD TRUST 
Co. (N. J.) 

ROBERT W. WEBB, retired vice president and 
director of First NATIONAL BANK, Minneapolis, 
and former chairman of the trust committee. 


WILL CONTEST WINNERS were announced by the 
Atlanta Clearing House banks which sponsored 
the competition. Mrs. Cleo V. Morrow, student 
at Atlanta Law school, was grand prize win- 
ner. The problem involved estate management 
and taxation. The judges consisted of four 
members of the Atlanta Bar. William Mat- 
thews, vice president and trust officer of the 
Fulton National Bank, was chairman of the 
Sponsoring Committee. 
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PERSONNEL CHANGES in TRUST INSTITUTIONS 


COLORADO 


Denver — Thos. 
M. Dines has been 
elected president 
of UNITED STATES 
NATIONAL BANK 
to succeed J. How- 
ard Ferguson, 
who resigned to 
become vice pres- 
ident of Republic 
National Bank of 
Dallas, Texas. 
Lester W. Hall 
was named exe- 
cutive vice pres- 
ident. Mr. Dines 
has been connect- THOMAS M. DINES 
ed with the bank since 1935, serving as vice 
president since 1943. He served in the Navy 
four years, in the American, European and 
Pacific Theatres, being discharged with the 
rank of Lieutenant. Mr. Hall joined the in- 
vestment department in 1937, was elected vice 
president in 1946, and served three years in 
the Navy, also as a lieutenant. 


DISTRICT OF COLUMBIA 


Washington—WASHINGTON LOAN & TRUST 
Co. promoted George M. Fisher from vice pres- 
ident to first vice president; Leonard Marbury 
from vice president and trust officer to second 
vice president and trust officer; Edward L. 
Brady to real estate officer. 


GEORGIA 


Savannah—Malcolm Bell, Jr. has been named 
trust officer at the LIBERTY NATIONAL BANK & 
Trust Co. Mr. Bell was with the Savannah of- 
fice of Merrill Lynch, Pierce, Fenner & Beane 
for 12 years prior to joining Liberty National. 


TRUST OFFICER 


Harvard Law School Graduate, age 
45, now trust officer. Formerly in 
law practice twelve years. Competent. 
Pleasant personality. Experienced in 
all phases of trust work. Wishes posi- 
tion as trust officer in bank. 


Box S-9-2 
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ILLINOIS 


Alton—John M. Carnahan, Jr., was appoint- 
ed trust officer by the ALTON BANKING & TRUST 
Co. Mr. Carnahan served as assistant trust 
officer of Tower Grove Bank & Trust Co. in 
St. Louis for a number of years, and recently 
was engaged in law practice in Springfield, Mo. 

Chicago—Donald S. Jones has been made an 
assistant trust officer of LA SALLE NATIONAL 
BANK, continuing in the investment division of 
the trust department. 

Chicago—LIBERTY NATIONAL BANK elected 
Alfred E. Gallo assistant trust officer. 


KENTUCKY 


Ashland — Leonard M. Campbell, former 
cashier, has been elected president of SECOND 
NATIONAL BANK to succeed the late Kendall G. 
Seaton. Paul C. Snyder, vice president and 
trust officer, was made executive vice pres- 
ident; E. Paul Williams, who has been trust 
officer, became vice president and trust officer. 


MASSACHUSETTS 


Quincy—At GRANITE TRUST Co., Stuart G. 
Hardy has been elected trust officer. Mr. Hardy 
recently conducted his own trust accounting 
and auditing firm in New York, and previously 
was in trust administration and investment 
work for City Bank Farmers Trust Co., New 
York, for 11 years. 


Newton—Frank L. Richardson, formerly ex- 
ecutive vice president, was elevated to the 
presidency of NEWTON-WALTHAM BANK & 
Trust Co., to succeed the late Seward W. 
Jones. 


MINNESOTA 


Minneapolis—Alfred E. Wilson, vice pres- 
ident in charge of the trust department and 


EXECUTIVE AVAILABLE 
To Manage Moderate-Size Business 


M.I.T. graduate, mechanical engineering. 
Seasoned in industrial management and 
sales. 25 years diversified experience. De- 
sires executive opportunity in general or 
sales management. Or will manage moder- 
ate-size manufacturing or distributing busi- 
ness for family owners, retiring owner- 
manager, or private investor. Also interested 
in undertaking to re-establish earning power 
in business not now making enough money. 
Fully qualified assume complete responsibil- 
ity. Good administrator, with initiative, 
drive. Reasonable base salary with incentive 
contract desired. Box S-9-4, Trusts and Es- 
tates. g 





chairman of the trust committee of First Na- 
TIONAL BANK, has been elected a director of 
the bank. 


NEW JERSEY 


Jersey City—P. J. Leopold has been promoted 
to assistant trust officer of First NATIONAL 
BANK. 


NEW YORK 


New York—CoLoniAL Trust Co. appointed 
Theodore Colombo as trust officer. Mr. Colom- 
bo was formerly with the CONTINENTAL BANK 
& Trust Co., where he had been particularly 
active over the past fifteen years in corporate 
reorganization and management. His appoint- 
ment indicates the continued expansion of the 
Colonial Trust in the corporate trust and 
agency field. 


White Plains— 
Charles A. Briggs 
II, has been ap- 
pointed vice pres- 
ident and trust 
officer of COUNTY 
TrusT Co. For 16 
years he has been 
associated with 
Fiduciary Coun- 
sel, Inc., becom- 
ing vice president 
and a_ director, 
and has had wide 
experience in the 
management of 
trust, estate, tax, 
inheritance ‘and personal family problems. 


CHARLES A.. BRIGGS III 


NoRTH CAROLINA 


Charlotte— 
John F. Sullivan 
has been elected 
associate trust of- 
ficer at AMERICAN 
Trust Co. Mr. 
Sullivan was the 
first examiner 
with the State 
Banking Depart- 
ment of North 
Carolina to spe- 
cialize in the ex- 
amination of 
trust depart- 
ments, at which 
work he remained 
until 1934, when he joined the Federal Reserve 
Bank in Richmond, as first trust examiner. He 
established. the: examination procedures for 


JOHN F. SULLIVAN 
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trust departments in the Fifth District of the 
Federal Reserve System, and aided examiners 
in the other eleven districts in formulating uni- 
form procedures and policies and in outlining 
forms to be used throughout the country for 
the examination of trust departments of mem- 
bers of the System. 


Durham—Rich- 
ard J. Potter has 
been elected as- 
sistant trust offi- 
cer of DURHAM 
BANK & TRUST 
Co. A graduate of 
Princeton, Mr. 
Potter was form- 
erly with the 
Manufac- 
turers Trust Co., 
New York, in the 
auditing depart- 
ment and as ad- 

RICHARD J. POTTER ministrative as- 
sistant in the per- 


sonal trust department. 


OHIO 


Newark—NEWARK TRUST Co. promoted John 
W. Sacks from trust officer to vice president 
and trust officer. 


OREGON 


Portland—At TITLE & Trust Co., Milton H. 
Erz, trust officer, has been elected vice pres- 
ident. He has been in trust work since 1928, is a 
past president of the Trust Companies Asso- 
ciation of Oregon, and is secretary of the joint 
committee of trust companies and the Oregon 
Bar Association. L. Eugene Crampton, an at- 
torney, was named assistant trust officer. 


RHODE ISLAND 


Providence—Lovett C. Ray, formerly vice 
president, secretary and trust officer of HIGH 
STREET BANK & TrRusST Co., has been elected 
president to succeed Victor C. Frazier, re- 
tired. 


SouTH CAROLINA 


Greenville—Eugene E. Wells was elected 
trust officer of PEOPLES NATIONAL BANK. A 
graduate of the University of North Carolina, 
Mr. Wells has been doing public accounting 
work in Greenville. 


VIRGINIA 


Lynchburg—L. David Horner, Jr., became 
vice president and trust officer of PEOPLES 
NATIONAL BANK. He was formerly trust officer. 
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Roanoke—E. D. Poe, Jr., local attorney, has 
been appointed trust officer at MOUNTAIN 
Trust BANK. Mr. Poe is a graduate of the 
Universities of Virginia and Maryland. He will 
work on estate planning and administration. 


WASHINGTON 


Seattle— 
Charles L. Le- 
Sourd, vice pres- 
ident and super- 
visor of the trust 
department oper- 
ations of the 
SEATTLE-FIRST 
NATIONAL BANK 
since 1920, retired 
August 31, fol- 
lowing more than 
42 consecu- 
tive years of ser- 
vice withthe 
bank. He will be 
succeeded as head 
of the trust sec- 
tion by Reno P. 
Ransom, vice 
president. 

Mr. LeSourd 
joined Dexter 
Horton & Co., 
bankers, in 1905, 
as a clearing 
house messenger 
and for 15 years 
filled various po- 
sitions in the com- 
mercial depart- 
ment of the bank, 
until he was made 
a supervisor of the trust department. For 
25 years he has been an officer and member 
of the board of the Washington Children’s 
Home. Mr. Ransom joined the Seattle-First Na- 
tional as trust officer in 1943. He holds a de- 
gree in law from the University of Michigan 
and has been in trust work for 25 years. He 
had been associated with Cleveland Trust Co., 
the Central National Bank of Cleveland, and 
the Third National Bank & Trust Co. of Day- 
ton, Ohio. 


Walla Walla—N. A. Davis, vice president 
and trust officer of the BAKER-BOYER NATIONAL 
BANK, succeeds the late W. W. Baker as pres- 
ident. 


RENO P. RANSOM 


WISCONSIN 


Monroe—R. W. Blaha has been promoted to 
vice president and trust officer of COMMERCIAL 
& SAVINGS BANK. 
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Trust Institution Briefs 


Pontiac, Ill—PoNntTIAc NATIONAL BANK has 
been granted trust powers under the Federal 
Reserve Act. 

Indianapolis, Ind.—Willis B. Conner, Jr., as- 
sistant vice president of MERCHANTS NATIONAL 
BANK & Trust Co., has been named chairman 
of the new Financial Public Relations Associa- 
tion Committee for Cooperation with State 
Bankers Associations’ Public Relations Com- 
mittees. 

Lexington, Ky.—Robert S. Davis, vice presi- 
dent and trust officer of the First NATIONAL 
BANK & TrustT Co., has been elected a-.director 
of the Jefferson Island Salt Co., Louisville. 

Bayonne & Jersey City, N. J.—BAYONNE 
Trust Co. has been taken over by the Com- 
MERCIAL TRUST Co. (Jersey City) as of Sep- 
tember 10. No change in personnel is planned. 

Hillsboro, Ore. — COMMERCIAL NATIONAL 
BANK has been granted trust powers under the 
Federal Reserve Act. (This was incorrectly 
listed last month under Hillsboro, Ill.) Trust 
officer Herbert A. Rasmussen, Jr., will devote 
his full time to the trust department. 

Wheeling, W. Va. — R.. M. McCloy, vice 
president, NATIONAL BANK OF WEST VIRGINIA, 
has been elected State Vice President of the 
Trust Division, American Bankers Association. 


TRUST DEPARTMENT EARNINGS of the 10 Bos- 
ton banks in the Federal Reserve Sys- 
tem represented 13.1% of all earnings for 1947 
as against 12.1% for 1946, according to the 
report of the First Federal Reserve District. 
The District’s 230 odd banks outside of Bos- 
ton showed a 3% return from trust depart- 
ments as compared with the 3.1% of 1946. 


Ridge Dewey branch office of Lincoln Rochester 
Trust Company, which opened on August 24 in 
the Kodak Park section of Rochester, New York. 
Providing the latest in banking facilities and de- 
sign. this is the trust company’s 17th office. 
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New Officers of Life Insurance 
Trust Councils 


St. Louis, Mo.: 

President: William A. Gauvin, Tower Grove 
Bank & Trust Co. 

Vice Pres.: W. Scott Smith, Massachusetts 
Mutual Life Ins. So., 506 Olive St. 

Secretary: Shelby F. James, St. Louis Union 
Trust Co. 

Treasurer: William E. Rench, CLU, National 
Life Ins. Co. of Vermont, 314 North Broad- 
way 

ROCHESTER, N. Y.: 

President: Arthur S. Carruthers, Lincoln 
Rochester Trust Co. 

Vice Pres.: Tim Crowe, New York Life Ins. 
Co., 42 East Ave.-4 

Secretary: Frank B. Alberts, Aetna Life 
Affiliated Co’s, 1200 Sibley Tower Bldg.-4 

Treasurer: Charles F. Seuffert, Union Trust 
Co. 

PHILADELPHIA, PA.: 

President: T. R. Powell, Manufacturers Life 
Insurance Co. 

Vice Pres.: John W. Clegg, Jr., The Pennsyl- 
vania Co. for Banking & Trusts 

Secretary: Paul B. Banks, United Benefit 
Life Ins. Co. 

Treasurer: Sidney B. Dexter, Land Title 
Bank & Trust Co. 

TACOMA, WASH.: 

President: Frank C. Carmody, The Bank of 
California, N.A. 

Vice Pres.: Otto L. Johnson, Equitable Life 
Ins. Co. of Iowa, 100 S. 9th St., Tacoma 

Secretary: P. M. Snider, Aetna Life Ins. 
Co., Rust Bldg. 


Treasurer: Rae C. Nichols, Equitable Life 
Ins. Society of U. S. 


Fiduciary Association Elections 
Trust Division, West Virginia Bankers Assn.: 


President: J. W. Howard, McDowell County 
National Bank, Welch 


lst V. P.: E. E. Thomas, Central Trust Co., 
Charleston 

2nd V. P.: W. T. Judy, Kanawha Banking 
Trust Co., Charleston 

Secy-Treas.: William W. Jackson, Parkers- 
burg National Bank, Parkersburg 

Committee on Trust Functions, Michigan Bank- 
ers Assn.: 


Chairman: Harold McB. Thurston, Muske- 
gon Trust Co. 
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CURRENT FEDERAL 


TAX NOTES 


SAMUEL J. FOOSANER 


Counsellor at Law, Newark; Special Tax Lecturer at New York 
University, University of Miami, Rhode Island State College, 


INCOME TAX 


State law determines community property. 
Taxpayer’s wife was a beneficiary of two 
trusts, one created by her father during his 
lifetime, and a second under his will. During 
1945, and subsequent to July 26th of that year 
(date on which the new community property 
law of the State of Oklahoma became effec- 
tive), while both husband and wife were 
domiciled in Oklahoma, wife received approx- 
imately $26,000 from the trusts. The wife in- 
cluded the entire $26,000 in her income. The 
Commissioner, however, determined that half 
of that amount should have been reported by 
the husband, and increased his income accord- 
ingly, on the ground that it was community 
property income. This resulted in a deficiency 
of almost $8100 in the husband’s income tax 
for 1945. 


HELD: Deficiency sustained. Amounts re- 
ceived from the two trusts were taxable one- 
half to the wife and one-half to the husband. 
Whether income is community property or 
separate property depends upon State law. In 
1939 Oklahoma enacted a Community Property 
Law under which the spouses might elect to 
treat their income as community property in- 
come. This law was held invalid by the United 
States Supreme Court because of the election 
it contained. Thereafter in 1945, the Oklahoma 
legislature repealed the 1939 law and adopted 
a new Community Property Law containing no 
elective feature. Since the new law met the 
test prescribed by the Supreme Court, the 
Treasury Department recognized it as estab- 
lishing a community property system. Kane v. 
Comm., 11 TC No. 10. July 21. 


Additional trusts not created. Grantor cre- 
ated trusts for each of his four children. In- 
denture provided for payment of $10,000 as an 
annuity from income and principal, if. needed, 
for each year during beneficiary’s lifetime. Any 
income from the trust in excess of the an- 
nuity should be divided annually into as many 
equal shares as there were grandchildren of 
the grantor. After paying out the income for 
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the first year to the four primary beneficiaries, 
the trustees set up twelve accounts for the 
twelve minor grandchildren. They did not pay 
any of the excess income, however, to the 
guardians or apply it themselves to the main- 
tenance, education or support of the minors. 
In their fiduciary returns (in addition to the 
amounts paid to the primary beneficiaries), 
the trustees deducted the amounts credited to 
the grandchildren as distributable income. Com- 
missioner disallowed these deductions on 


ground that Section 162(b) and (e) of the 
Code did not authorize such deductions. 


HELD: Four separate trusts were created, 
not fifty-two, as contended, and deductions 
taken for amounts credited to grandchildren 
properly disallowed. Resort was had in this 
case to the trust instrument to determine the 
intention of the grantor. Throughout the trust 
deed in each case, the singular form was used 
a great many times, and without exception, in 
referring to the trust, thus indicating that the 
grantor did not intend to create multiple trusts. 
Mellon v. Comm., 11 T.C. No. 20. Aug. 5. 


Mallinckrodt rule followed — Trust income 
taxable to beneficiary. Taxpayer, a beneficiary 
of testamentary trust created by her husband, 
was entitled to “as much of the net income of 
the estate as she may request for her support 
and her use.” In addition, under the terms of 
the will, by direction of the taxpayer, the 
fiduciary was empowered to invade the prin- 
cipal of the estate if necessary, to pay her 
“whatever amount she may desire to draw at 
such time as she may desire same.” No con- 
firmation or approval from anyone was to be 
required in this regard. For the taxable year 
under consideration, the petitioner took only 
a part of the trust income, balance being re- 
ported as-income by the estate. 

HELD: For the Commissioner. The tax- 
payer (beneficiary) had such command and 
control over the income as to be equivalent of 
ownership, and hence such income was tax- 
able under section 22(a), I.R.C. The doctrine 
of law herein stated was first enunciated in 
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Mallinckrodt v. Comm., 146 Fed. (2d) 1 (1945). 
Strickland v. Comm., T.C. Memo., July 27. 

In a companion case, the Mallinckrodt doc- 
trine was again followed. Grant v. Comm., 11 
T.C.- 26, Aug. 17. : 


ESTATE TAX 


Lien for estate tax. Decedent died in 1938, 
leaving among other assets a certain piece of 
real property, which was subsequently sold to 
the executrix. The Government took the proper- 
ty through condemnation proceedings, paying 
the amount determined to be just compensation 
into Court. Decedent’s estate owed an unpaid 
federal estate tax balance of $13,093. This ex- 
ceeded the amount left on deposit in Court 
after it had ordered a partial payment to the 
executrix, transferee, of the amount deposited. 
The Government asserted a lien for the unpaid 
taxes against the property and the proceeds 
therefrom, even though the property was pur- 
chased by the executrix. The executrix con- 
tended that the lien had never attached, or in 
the alternative that it had been discharged 
by operation of law. 


HELD: Lien of the Government prevails. 
The law provides that “unless the estate tax 
is sooner paid in full, it shall be a lien for 
ten years upon the gross estate of the de- 
cedent, except such part of the gross estate as 
is used for the payment of charges against the 
estate and expenses of its administration. ***” 
In this case, ten years had not elapsed, and 
since the land involved was part of the de- 
cedent’s estate at the time of his death the lien 
attached to it without assessment. Nor was this 
lien discharged by a subsequent purchase by 
a bona fide purchaser. The taxpayer was, 
therefore, ordered to pay the Government the 
difference between the amount of the tax due 
and the amount which was left in Court. 
Smythe v. U. S., CCA-1, July 25. 


Effect on charitable deduction of provision 
in will for posthumous child. Decedent left a 
part of his estate, known as share Number 
Two, in trust for his wife for life, with re- 
mainder over to his children. Will also pro- 
vided that “Should no child be born to my 
wife and should no posthumous child be born, 
then and in that event, I give, bequeath and 
devise *** upon the death of my wife, share 
Number Two of my estate to Lettie Pate 
Whitehead Foundation ***,” a charitable or- 
ganization. At the death of the decedent, no 
children had been born, but the Commissioner 
disallowed the deduction for charitable pur- 
poses on the ground that it could not be said 
that the birth of a posthumous child appeared 
to have been highly improbable at the time of 
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decedent’s death. Deficiency resulting from dis- 
allowance of deduction was paid and suit 
brought in District Court for refund. Refund 
was granted and Commissioner appealed. 


HELD: Affirmed. Evidence was admitted 
that no children were born to the decedent and 
his wife after decedent’s death. Ordinarily, 
evidence of later occurring events is not ad- 
missible in determining whether the happening 
of a contingency “appeared highly improbable 
at the time of decedent’s death.” This reason 
is based upon the fact that in the case of a 
real contingency, the happening of the event 
is not pre-determined at the date of testa- 
tor’s death. Here, however, the pregnancy 
or non-pregnancy was an established fact at 
the time of decedent’s death, and was not in 
any sense a contingency. The evidence of non- 
birth convincingly proved a fact then existing, 
whether or not known, that there would not, 
and could not be any children born of the 
marriage. The provision was inserted merely 
to avoid revocation of the will under Georgia 
law in the event a child were born after de- 
cedent’s death. Allen v. 1st National Bank of 
Atlanta, CCA-5, July 12. 


No charitable deduction where remainder 
passing to charity is incapable of ascertain- 
ment. Decedent left a life estate to his wife 
with remainder over to charity. His will pro- 
vided that his trustee should liberally provide 
for “my beloved wife, Mary J. Higgins, main- 
taining her in our home, or a location of her 
choosing, provided with the necessities and 
comforts in life to which she is accustomed; 
and my said trustee may use such reasonable 
sums from the principal from time to time as 
it, in its sole discretion may deem necessary 
*** so long as she may live.” Commissioner dis- 
allowed the deduction for the amount passing 
to charity on the ground that it was “incap- 
able of ascertainment.” Deficiency was paid and 
action for refund started in District Court. Re- 
fund was denied and trustee appealed. 


HELD: Affirmed. No standard was provided 
in the will by which a determination could be 
reached respecting extent to which the principal 
might be invaded. Since such admeasurement 
was not possible, no deduction was allowable. 
National Bank of Commerce v. Scofield, 
C.C.A.-5, July 21. 


Commuted value of payments to be made to 
widow includible in husband’s gross estate. 
From 1928 to 1937 decedent was managing 
trustee of a trust established by Rodman Wan- 
amaker, president of the three Wanamaker 
corporations. In 1937, although of clear mind 
and attending to daily duties of his offices, he 
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was considered by his fellow trustees and the 
directors of the corporations to be too old- 
fashioned in his methods of operation, and 
therefore, they sought to have him retire. Upon 
being approached by the other trustees, the 
decedent agreed to resign his offices in con- 
sideration of the payment to him of a stated 
annual sum for a period of ten years, with 
the further provision that in case of his death 
within the ten year term, the payment would 
be continued to his widow until the expiration 
of said term, or until her death, which ever 
occurred first. Decedent died in 1943 and the 
payments were continued to his widow until 
her death in 1946. Commissioner determined 
that commuted value, at the date of decedent’s 
death, of the payments to be made to the wife, 
was includible in the gross estate of the de- 
cedent. 


HELD: Commissioner sustained. The admin- 
istratrix contended that the payments were 
merely pension payments under a_ pension 
awarded the decedent by the corporation vol- 
untarily. The evidence, however, indicated that 
they were made for a valuable consideration, 
namely, the decedent’s voluntary retirement, 
and release of the corporation from salary 
payments to him of approximately twice the 
annual sum agreed upon. Estate of Nevin v. 
Comm., 11 T.C. 7, July 20. 


Possibility of reverter by operation of law. 
Decedent conveyed certain of his real property 
to his tour children for life with remainder 
over to their children, reserving a life estate 
to himself. No provision was made for the 
disposition of the property in the event that 
the transfer should fall for want of bene- 
ficiaries. Upon his death, seventeen years later, 
Commissioner included the value of the prop- 
erty conveyed in decedent’s estate on ground 
that since possibility existed that property 
could revert to the decedent, transfers were 
“to take effect in possession or enjoyment at 
or after his death.” The resulting deficiency 
was paid and suit brought for recovery of the 
tax paid. 

HELD: Refund denied. Although this was 
not a reversion expressly reserved by the de- 
cedent, it was one created by implication of 
law because no beneficiary was named to take 
the property in the event that decedent’s chil- 
dren died without issue or predeceased de- 
cedent. Had decedent survived the children, 
the transfers of the remainder interest would 
have failed, for he would have acquired it by 
operation of law. This possibility, although re- 
mote, was not eliminated until decedent’s death. 
Marion et al v. Glenn, U.S.D.C., W.D., Ky., 
July 23. 
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Only half of outlays attributable to com- 
munity property deductible. Decedent’s entire 
estate consisted of community property. His 
estate was bequeathed to his surviving wife 
and their two children. Only one-half of the 
community property was included in the de- 
cedent’s estate. The executrix, however, de- 
ducted the entire amount of executor’s com- 
missions and administration expenses. She also 
deducted the full amount of the funeral ex- 
penses and claimed an allowance for support 
of dependents. Although recognizing the fact 
that such expenditures were deductible, the 
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Commissioner allowed only one-half of them 
on the ground that balance of the commissions 


and administration expenses was paid on behalf. 


of the surviving wife’s one-half of the com- 
munity property. 


HELD: As to commissions and administra- 
tion expenses, only one-half allowed as a de- 
duction against the decedent’s gross estate. 
Funeral expenses, however, and the amounts 
spent for the support of dependents, are de- 
ductible in full. Estate of W. S. Lee v. Comm., 
11 T.C., No. 21, Aug. 5. 


Transfers not in contemplation of death 
where lifetime motivations. Within two years 
of her death, decedent transferred seventeen 
pieces of real property to a bank as trustee for 
her children. Decedent wanted to provide ade- 
quately for her children during her lifetime, 
and also desired to be relieved of a lifetime re- 
sponsibility. She desired to prevent jealousy 
among her children. She felt, too, that the 
creation of the trust would prolong her own 
life. Upon decedent’s death, Commissioner in- 
cluded the entire seventeen parcels in her 
estate, contending that the transfers were 
made in contemplation of death. On the basis 
of this inclusion the gross estate was in- 
creased by approximately $155,000. 


HELD: The property was not the property 
of the decedent at the time of death and did 
not constitute a part of her estate. Although 
the gift was made in trust and within two 
years prior to her death, it was not actuated 
by the thought of death but was made for 
purposes connected with life. Her moving con- 
siderations being her own peace and comfort 
of mind during her life, and not a desire to 
control disposition of the property after death, 
or to use the trust as a substitute for a will, 
the transfers were not in contemplation of 
death. Austin National Bank v. Scofield. 
U.S.D.C., W.D. Texas, Aug. 2. 


BUREAU RULINGS 


Marital deduction — trust consisting of life 
insurance policies. Inquiry was made of the 
Bureau of Internal Revenue as to whether 
certain trusts would qualify for the marital 
deduction under the 1948 Act. The trusts con- 
sisted of life insurance policies on the life of 
the creator of the trust, which policies were to 
be deposited with a trustee. Under the trust 
indenture, the proceeds were made payable 
to the trustees, to be invested by it. The trust 
instrument also provided that both principal 
of the proceeds so invested and income arising 
therefrom would be used for or paid to desig- 
nated beneficiaries. 
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HELD: Where proceeds of insurance on de- 
cedent’s life are payable to trustee under trust 
agreement providing for payment to wife of 
all income from trust annually or in more fre- 
quent installments, with power to appoint 
principal to her estate, the trust qualifies for 
the marital deduction under Section 812 (e) 
(1) (F) of the Code. Telegraphic reply from 
Joseph E. Kennedy, Acting Deputy Commis- 
sioner. July 24. 


Income, estate & gift taxes — granting of 
hearing in Washington. The Commissioner has 
issued a ruling providing that when, during 
the course of examination of an income, estate 
or gift tax return, the Internal Revenue Agent 
in Charge decides that it involves an issue re- 
quiring technical advise from the Bureau, the 
taxpayer or his representative should be ad- 
vised that (1) he puroposes to refer the issue 
to Washington for advice, and (2) that if the 
taxpayer or his representative so desires, a 
hearing will be granted in Washington in the 
event of an adverse decision, before a represen- 
tative of the Deputy Commissioner of the par- 
ticular Division involved. The taxpayer should 
be afforded an opportunity to submit within 
a psecified number of days a brief of the facts, 
law and arguments, which brief will be trans- 
mitted to Washington, as an attachment to 
the letter requesting advice on the issue. 
Comm. Mim., Aug. 5. 


Valuation of life insurance policies. Where a 
decedent owns life insurance policies on the life 
of another person, upon decedent’s death pol- 
icies become part of his gross estate. To sim- 
plify matters, the Commissioner has ruled that 
for estate tax purposes such insurance is val- 
ued as for gift tax purposes, that is, at the 
cost of replacement. Telegraph Ruling. 





Mid-Continent Trust Conference 


PLANS FOR THE PROGRAM of the 17th Mid-Con- 
tinent Trust Conference of the Trust Division 
of the American Bankers Association which 
will be held in Chicago, November 4-5, are 
rapidly being completed, according to R. M. 
Alton, president of the Division and vice presi- 
dent in charge of the trust department of the 
United States National Bank, Portland, Ore- 
gon. The Conference, which will meet in the 
Drake Hotel, will hear talks on investments, 
trustees’ fees, new business, estate planning, 
and the Revenue Act of 1948. 

Again this year, the Corporate Fiduciaries 
Association of Chicago will be host to the Con- 
ference. Michael A. Georgen, assistant vice 
president of the City National Bank and Trust 
Company of Chicago, is chairman of the Com- 
mittee on Arrangements. 
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Common Trust Funds, A Handbook on 
Their Purposes, Establishment and 
Operation 


é 


Trust Division, American Bankers Assn., New York. 
104 pp. $3. 


This new edition contains a general discus- 
sion of the factors involved in establishment, 
complete planning, installation and operation, 
tax phases, and Federal Reserve regulations 
applying to common trust funds. Since the first 
edition in 1939, common trust funds have grown 
steadily in popularity, 30 states now having 
statutes authorizing them, with some 50 insti- 
tutions operating over 60 funds. The experi- 
ence of these banks has been drawn upon in 
formulating the operating suggestions con- 
tained in the revised edition. 


The book is divided into six chapters, the 
first being the introduction. Chapter II covers 
statutory funds and contract funds; discusses 
the minimum size considered necessary for the 
establishment of a common trust fund, the re- 
quirements that the fund be operated for 
genuine fiduciary purposes, and other factors 
to be considered before establishing a common 
trust fund. 


Chapter III deals with the type of funds to 
be established, discussing the legal fund; the 
discretionary fund; form or plan of fund; 
and the $1,200 fund for investment of small 
amounts. 


Chapter IV consists of instructions for draft- 
ing the plan or declaration of trust; Chapter 
V gives detailed instructions for installation 
and operation of a common trust fund; and 
Chapter VI discusses the tax phases of such 
funds. 


A plan for a discretionary fund is included 
in the appendices. These also include Regula- 
tion F of the Board of Governors of the Fed- 
eral Reserve System; Section 169 of the In- 
ternal Revenue Code covering common trust 
funds; and a list of references to state 
statutes and decisions which authorize oper- 
ation of common trust funds. 

Trust Division President R. M. Alton, writ- 
ing in the preface, expressed the hope that 
“the handbook will serve as a caution and a 
guide to all trust institutions contemplating 
the installation of a common trust fund and 
that it will give a better understanding of the 
major problems involved.” 
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ARTICLES 


The Switching of Settlors in Inter-Vivos 
Trusts 


EMILY MARX. Taxes, July. 


In all cases where a decedent has made an 
inter-vivos transfer to- trustees and has re- 
tained a “string,” it has been the problem of 
the executor to show that it has been made for 
“adequate consideration.” So where a named 
settlor receives consideration for the trust the 
person paying the consideration is considered 
as the settlor. Thus in reciprocal trusts of 
spouses, each is considered as the settlor of the 
trust established by the other for his benefit. 
In the treatment of the flow of consideration in 
creation of simultaneous trusts, the author 
points out that switching of settlors is without 
legal foundation. 


I, Being of Sound Mind 
FRED C. KELLY. Nation’s Business, May. 


This short story sets forth the thoughts that 
run through the mind of a comfortably success- 
ful man who has decided that he ought to make 
a will providing for his wife and children. His 
primary objective is to provide an income on 
present investments which will increase with 
the rising prices. He finally decides in favor of 
a variety consisting of common stock in high 
grade companies, investment trust shares, a 
few bonds and life insurance. The whole thing 
would be looked after by a lawyen friend and 
the trust department of a bank. 


Your Estate and the Inevitable Taxes 


HARMON ACKERMAN. The Commercial & Finan- 

cial Chronicle, Sept. 2. 

Pointing out that only a well qualified trust 
official, financial adviser or lawyer can advise 
the individual as to the savings that can be 
made under the new tax law, the author covers 
the meanings of such new words as “adjusted 
gross estate,” “marital deduction” and “termin- 
able interest.” The proper use of the new pro- 
visions of the gift tax law applicable to mar- 
ried persons likewise provide savings. 


Apportionment of Federal Estate Taxes 
AUSTIN FLEMING. Illinois Law Review, May-June. 


Since the United States Supreme Court de- 
cision that apportionment of Estate taxes lies 
within the jurisdiction of the States, a few of 
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the States have held that in the absence of 
statute and a provision in the will to the-con- 
trary, these taxes would be apportioned among 
the beneficiaries and distributees. The great 
majority had held that it was payable out of 
the residue. New York, one of the latter, en- 
acted a statute which has become the proto- 
type of those in other states and requires ap- 
portionment in the absence of a direction to 
the contrary. The important factor lies in 
drafting the clause so as to include or not to 
include property which does not pass as part 
of the will but becomes part of the estate for 
tax purposes. 


Estate and Gift Tax Equalization — The 

Marital Reduction 

NORMAN S. SUGARMAN. California Law Review, 

June. 

An historical approach, including various 
views toward the equalization, precedes the 
treatment of the Revenue Act of 1948. Con- 
sideration is given to the effect upon such com- 
mon law dispositions of property as a trust 
for the payment of income, insurance and an- 
nuities, and bequests subject to common dis- 
aster clauses. Special problems arise in de- 
termining the marital deduction when there 
are will contests, renunciations and dis- 
claimers. 
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OTHER ARTICLES 


Computing the “Adjusted Gross Estate” in 
a Community Property State to Determine the 
“Marital Deduction,” by Ronald G. Cameron 
— Southern California Law Review, July. 

Federal Taxes and the Family: The Revenue 
Act of 1948, by John W. Ervin — Southern 
California Law Review, July. 

The Revenue Act of 1948, by Robert T. Mol- 
loy — Virginia Law Review, July. 

Judicial Supervision of Trusts (Florida), by 
H. A. Kooman — University of Florida Law 
Review, Summer 1948. 


Bar-Trust Policies Adopted 


THE BOARD OF GOVERNORS of the Indiana State 
Bar Association and the Trust Committee of 
the Indiana Bankers Association have adopted 
a declaration of policies with respect to func- 
tions of trust institutions in relation to the 
practice of law and to functions of attorneys 
with relation to trust business. The statement 
is that adopted by the National Conference 
Group, a joint committee of the American Bar 
Association and American Bankers Association 
Trust Division. (See Oct. 1941 Trusts and Es- 
tates 381.) 


Experienced personnel in fully- 
equipped trust departments of Bank of 
America offer you California’s most 
complete trust service. Branches are 
located at strategic points through- 
out the state. 


Bank of America 
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Decisions 


Among these digests of current decisions are included reports by the following 
attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 
KENTUCKY: Squire R. Ogden—Ogden, Galphin, Tarrant & Street, Louisville 
NEW JERSEY: Samuel J. Foosaner—Counsellor-at-Law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-Law, New York City 

PENN.: E. C. Shapley Highley—Shoyer, Rosenberger, Highley & Burns, Philadelphia 


Digests of cases from NoRTH CAROLINA, OHIO, SOUTH CAROLINA, TENNESSEE and 
WISCONSIN were reported by members of the staff. 


The complete roster of contributing legal editors appears in January and July. 








AssETS — Administration — Jewelry 
Found in Box of Clothes Sold by Admin- 
istrator is Not Part of Sale 


Tennessee—Court of Appeals 
American National Bank v. West, 212 S.W. (2d) 683. 


All property of decedent was sorted and 
numbered for auction. Old clothes were put 
in boxes. At the auction, the auctioneer held 
up a box and said, “Here is a box of old 
clothes. What am I offered for it?’’ The de- 
fendant bought it for $9.50. At home, de- 
fendant found in a bathrobe in the box a 
cameo and a diamond worth $2,500. The ad- 
ministrator sought to recover them and his 
relief was granted. 

HELD: Affirmed. It was the intent of the 
parties to buy and sell the box of clothing and 
as to anything else in the box there was no 
meeting of the minds. . 


CLaIms — Settlor Compelled to me De- 
ficiency in Trust Principal 


Pennsylvania—Supreme Court 
Wolters Estate, 359 Pa. 520. 


In extinguishment of a legally cognizable 
claim held by the beneficiary, settlor deposit- 
ed stock with trustee under a trust instru- 
ment whereby $225 a month was to be paid 
out of the income to the beneficiary for life, 
and if the income was insufficient to pay that 
amount, trustee was to “call”? on settlor to 
make up the deficiency in income, and failing 
that, was to pay the deficiency from principal 
and “call” upon settlor to restore the principal 
to the extent of the invasion. Trustee invaded 
the principal to the amount of $5,316 and 
beneficiary filed a bill in equity against settlor 
to have the principal restored. Settlor died 
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pending suit, and beneficiary filed a similar 
claim against his estate. The lower Court al- 
lowed the claim for $5,316 and charged the 
residuary testamentary estate with a con- 
tingent liability for possible future deficien- 
cies. The trustees of the residuary estate and 
the guardian and trustee ad litem for unborn 
remaindermen under the trust deed appealed, 
contending that the word, “‘call,’”’ merely gave 
settlor an election whether to make good the 
deficiency or let the stock be sold, and im- 
posed no obligation on him to his estate. 

HELD: Affirmed. The purpose of the pro- 
visions in question were to guarantee the 
certainty and security of the monthly pay- 
ments. In view of this, the word, ‘“‘call,’”’ was 
used in the sense of compel or require, and 
not in the sense of ask or request. Moreover, 
at the present rate of invasion of principal, 
the principal would be depleted before the 
life expectancy of the beneficiary expired, if 
the settlor or his estate were not obligated to 
make good the deficiency. 


DISTRIBUTION — Adoption — Inheritance 
by Adopted Child 


California—Superior Court 
Estate of Pierce; 32 A.C. 292, July 30. 


Pierce’s holographic will left his estate in 
trust to pay annuity to his widow Edna, resi- 
due of income to be divided in 10 shares, 2 
shares going to each of four children of his 
deceased brother, William, and 1 share to each 
of two children of a deceased niece. Will pro- 
vided that should any annuitant, a child or 
grandchild of William, die before final dis- 
tribution “his or her annuity shall be dis- 
tributed in equal shares to his or her chil- 
dren (lawful issue) until final distribution.” 
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It further provided that at death of. last of 
annuitants, naming them, estate would be dis- 
tributed in equal shares among surviving 
grandchildren of William, “‘said grandchildren 
being the lawful issue of the children of my 
late brother, William A. Pierce’ (underscor- 
ing by the testator). When testator died in 
1935 one of the beneficiaries, his nephew 
Harry, had no children. Harry and his wife 
later adopted two children. Harry died in 1945 
and the children’s foster mother made a claim 
on their behalf for the income theretofore 
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paid Harry. From an order that they were so 
entitled (see Feb. 1948 Trusts and Estates 
185) the trustee and beneficiaries appeal. 


HELD: Reversed. Although an adopted child 
has status with respect to its adoptive parent 
identical with that of a child born to the par- 
ent and succeeds to latter’s estate in same 
manner, it does not follow that this status is 
determinative in construing a will. Question 
in that case is whether adopted child is in- 
cluded among persons the testator intended 
to share in his estate. Circumstances of the 
present case were held to show testator in- 
tended to use term “lawful issue” in its or- 
dinary meaning as offspring of parentage and 
not to include adopted children. Various 
facts surrounding or antedating execution of 
the will were introduced in evidence bearing 
on intent, and in particular it was shown 
that testator was opposed to Harry’s adoption 
of these children. 


DISTRIBUTION — Child of Marriage Which 
Followed Idaho Divorce Obtained on 
Default after Service of Process by Pub- 
lication Held “Lawful Issue” 


New York—Surrogate’s Court, Kings County 
Matter of Knowlton, N.Y.L.J., Aug. 12. 


A New York will gave the remainder of a 
trust to the “lawful issue” of the testator’s 
grandson. The grandson had two children by 
his first wife whom he divorced in Idaho; the 
summons was served upon her by publication 
and she did not answer or appear. The grand- 
son was later married ceremonially and left a 
child of his second marriage. The Alien Prop- 
erty Custodian, who had vested the interests 
of the children of the first marriage, con- 
tended that the Idaho divorce decree was void 
because the testator’s grandson was not a 
bona fide resident of Idaho when the divorce 
was granted but was then a resident of New 
York, and therefore the second marriage was 
void, and the child of the second marriage 
was not entitled to share in the remainder. 


HELD: The child of the second marriage 
was a “lawful issue.’”’ The divorce decreé 
could be attacked collaterally by the children 
of the first marriage because they were not 
parties to the divorce action. They could not 
invoke the public policy of New York in mat- 
rimonial matters since neither the first wife 
nor her children were ever residents of New 
York. However, in construing this New York 
will to determine the testator’s intention in 
the use of the words “lawful issue,” the court 
had to determine the effect to be given to the 
Idaho decree, and therefore had to consider 
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whether the grandson was a bona fide resi- 
dent of Idaho when the decree was granted. 
On all the evidence, the Court found that he 
was then domiciled in Idaho and not in New 
York, despite his statements in official pa- 
pers that he was a resident of New York. 


(The child of the second marriage also ar- 
gued that he was legitimate under the law of 
California, where he was born, and according- 
ly he was entitled to share in the remainder 
even if the Idaho divorce were not recognized 
in New York. On this point the Court HELD: 
the construction of the words “lawful issue”’ 
was governed exclusively by New York law, 
and he would not qualify under that law, if 
the divorce were not recognized in New York, 
even though he were a legitimate child of his 
father.) 


DISTRIBUTION — Collateral Heir Not Dis- 
tributee 


North Carolina—Supreme Court 

—* Bank & Trust Co. v. Shelton, 48 S.E. (2d) 

In 1934 testatrix provided that her sister 
Susie was to receive $100,000 and that the 
rest of the estate “including also any be- 
quests which shall fail or which at any time 
after my death lapse” be placed in a trust. 
Under G. S.: 28-149 collateral heirs do not 
share in the distribution of the personal es- 
tate of a married woman who leaves a hus- 
band or child surviving. G. S. 31-42 provides 
that in the absence of a contrary intent any 
devise which shall lapse by reason of the 
death of the legatee prior to the testator 
shall be included in the residue. But there 
shall ‘be no lapse if the legatee would have 
been a distributee had there been an intesta- 
cy. 

Susie died shortly after execution of the 
will. Testatrix was survived by her husband 
and two of Susie’s children, the latter claim- 
ing the bequest as descendants of the legatee. 
The lower court held that the bequest lapsed 
and became part of the residue. 

HELD: Affirmed. Had the testatrix died in- 
testate with Susie surviving, the latter would 
not be a distributee under G. S. 31-42. The 
legacy therefore lapsed and became part of 
the residue. There does not appear to be a 
contrary intent on the part of the testatrix. 


JULES BAND, member of the New York Bar, 
formerly with S. D. Leidesdorf & Co., who has 
specialized in Federal tax law, has become 
associated with Samuel J. Foosaner. Mr. Foos- 
aner is Federal Tax Editor of Trusts and 
Estates. 
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DISTRIBUTION — Limitation On Bequest 
Held Void 


Ohio—Court of Appeals 
Gill v. Leach, 80 N.E. (2d) 256. 


Testator provided that “all the rest of my 
property and estate, I give, bequeath and de- 
vise to my wife.” 


“Item 4. At the decease of my said wife or 
in the event she shall die before I do then at 
my decease I give, bequeath and devise all my 
property and estate *** that shall remain un- 
used at the death of my said wife or at my 
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decease, to” named persons. Construction was 
sought as to the interest of the wife. Probate 
Court held she had a life interest only. 


HELD: Reversed. When the absolute and 
unrestricted ownership of property is given by 
will, a limitation over is void, because such is 
inconsistent with the full and complete ttle 
already given. Testator granted no specific 
powers nor did he impose limitations on the 
property given to his wife. 


DISTRIBUTION — Trustee’s Discretion Ap- 
plies to Payment of Income as Well as 
Principal 


Wisconsin—Supreme Court 
In re Smith’s Will, 33 N.W. (2d) 320. 


The bulk of the estate was placed in trust 
“to pay the net income, together with such part 
of principal as shall seem to said trustees to 
be for the best interests of my said son, to him 
in such amounts and at such times as they 
deem proper” until he reaches 26 years of age 
at which time the son is to receive the princi- 
pal. The guardian for the son claimed that all 
the income was payable to the son and that the 
“in such amounts as they deem proper” per- 
tains to the principal only. Lower court held 
that this language applied to both income and 
principal. 


HELD: Affirmed. The direction to pay the 
income is joinéd, with the word together, to the 
direction as to principal and the discretion 
clause. The normal meaning would be that the 
discretion applies to both. This did not consti- 
tute an unlawful accumulation for it merely 
postponed the enjoyment of the income and 
conserved it for the son in the course of judi- 
cious management of the trust. 


LIFE TENANT & REMAINDERMAN — Right 
to Income Begins At Testator’s Death 


California—District Court of Appeal 
Estate of Schiffman, 86 A.C.A. 670, July 8. 


Testatrix died in 1934, leaving an estate 
of about $500,000 and devising % of the 
residue in trust for a daughter-in-law, Clara, 
widow of a deceased son Frederick, with re- 
mainder to the son’s children. Probate was 
not closed until March 1947, and shortly be- 
fore that time the life beneficiary died. The 
lower court held (1) that the trustee was en- 
titled to the income on % of assets constitut- 
ing residue from date of death, together with 
interest at 4% on the income from date it was 
received by executor; (2) that income to 
which the trustee was entitled was gross in- 
come and all costs of administration, estate 
taxes, inheritance taxes and income taxes 
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should first be deducted from other assets; (3) 
that as life tenant had died before income 
earned during probate had been received by 
trustee, such income became part of trust 
estate and should be distributed directly to 
Frederick’s issue; (4) that there should be 
distributed to Frederick’s issue % of the as- 
sets remaining in residue of estate on distri- 
bution, after payment from residue of in- 
come and interest, as stated above, and de- 
duction of all costs of administration, income 
taxes, etc. 


HELD: Affirmed. Right to income began 
as of date of death of testatrix, following 
Estate of Platt, 21 Cal. 2d 343, 131 P. 2d 
825. Testatrix’ intent was reinforced here by 
provision that trust was for Clara’s main- 
tenance which carries with it idea that in- 
come is to accrue from date of death. Ex- 
penses of probate administration are charge- 
able to principal and not to income accruing 
thereon during the period of administration. 
This is true even though will provided that 
net income was to be paid to life beneficiary, 
this term being construed from its context as 
being applicable only after trust estate had 
been distributed to trustee. 


NOTE: It is difficult to understand how the 
accrued income went to remaindermen instead 
of estate of deceased life tenant unless there 
was some provision in the trust (and if so the 
fact is not brought out in the opinion) that 
any accrued or undistributed income at end 
of any estate or interest passed to next 
eventual interest. This point is not discussed 
and apparently was not raised. 


LIFE TENANT & REMAINDERMAN — Trus- 
tee to Provide Reasonable Income As 
Well As Preserve Principal 


Kentucky—cCourt of Appeals 
Security Trust Co. v. Mahoney, 212 S.W. (2d) 115. 


Testator devised a life estate in certain 
farm land to Mahoney with remainder to other 
beneficiaries. ‘‘Neither my said Trustee nor 
any of the above named beneficiaries during 
their lives shall have the power to sell, mort- 
gage or encumber the trust property or to 
anticipate the income.” The operation of the 
farm land became unprofitable, and the lands 
were disposed of at judicial sales held pursu- 
ant to proceedings authorized by statute. The 
proceeds were directed to be invested in 
United States 24% Bonds. 

This action was brought by the life tenant, 
who asserted that income at the rate of 2% % 
was inadequate and that the proceeds of the 
farm land should be invested in certain well- 
regarded stocks which, according to evidence 


TRUSTS and ESTATES 





wade 


Ce a, ee rr ee ee ee ee a ae ae Se 


Re © Mm rere cet © FH @® © cf = fD HF of 


ase =" 4 oF 


introduced, were prudent investments. From 
a decree of the trial court directing the in- 
vestment of 75% of the funds in such securi- 
ties, while retaining 25% thereof invested in 
United States Bonds, the trustee appealed, 
and on the appeal urged that (a) the judicial 
sale did not deprive the trust property of its 
character as real estate so as to authorize in- 
vestment in common stock, and (b) where 
such real estate is sold for reinvestment, it is 
contemplated that the proceeds will ultimate- 
ly be reinvested in other real estate, and 
therefore the proceeds should be kept in- 
vested in United States Bonds so as to be 
readily available for the purchase of real es- 
tate when such purchase was deemed advis- 
able. 

HELD: Affirmed. The investment of the 
proceeds of the sale of real estate in the com- 
mon stocks does not relieve the possibility of 
those stocks being sold if it should be deter- 
mined that the proceeds should be reinvested 
in real estate. It was the duty of the trustee 
to provide reasonable income to the life ten- 
ant as well as to preserve the property for the 
remaindermen. 


PERPETUITIES — Provisions for Divest- 
ment if Legatee is Not Living at Time 
of Distribution 


New York—Surrogate’s Court, New York County 
Matter of Herrmann, N.Y.L.J., August 16. 


The Will provided a trust for the testator’s 
brother, with remainder on his death to the 
testator’s two nieces, in equal shares. The 
residue was also given to the two nieces 
equally. It ‘was further provided that if a 
niece “‘shall die before she shall become en- 
titled to the possession of or title to any funds 
or property hereunder, the said funds or prop- 
erty shall be distributed among her children 
living at the time of such distribution, share 
and share alike, absolutely and forever; in 
the event that there shall be no such children 
then living, such funds or property shall go 
to the other niece; “and I give, devise and 
bequeath accordingly.” One of the nieces 
survived the testator but died five months 
after his death, and left two children. The 
testator left real and personal property. The 
special guardian for the children contended 
that since the niece died before distribution 
of the testator’s property by his executors, 
her interest in the estate was divested and the 
property passed to her children. 

HELD: Title to the testator’s realty passed 
on his death and accordingly one-half thereof 
passed to the niece absolutely and was not di- 
vested by her subsequent death. Title to the 
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testator’s personalty passed to his executors 
but since the niece died before she became en- 
titled to the possession of her share of the 
personalty the provisions for divestment in 
favor of her children became operative. The 
divestment provisions did not violate the New 
York rule. The provisions for divestment and 
the substitutional limitations were valid be- 
cause nothing in -the Will directed the ex- 
ecutors to withhold distribution and nothing 
in the Will prescribed the period of time for 
making distribution. 
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(The court declared that the testator would 
be averse to having persons not of his blood 
gain rights in his property while it was still 
in the hands of his executors. This case repre- 
sents what Professor Leach describes as the 
“administration contingency” type of per- 
petuity problem. (Leach, Perpeuities In a 
Nutshell, 51 Harvard Law Review 638.) The 
instant decision arrives at a sound result; but 
the court did not discuss the decisions which 
hold that the New York rule is directed against 
postponement of vesting as well as suspension 
of the absolute ownership (Matter of Wilcox, 
194 N. Y. 288); nor say anything about the 
New York authorities which state that vested 
interests may be subject to defeasance, but 
that defeasance and the vesting of substitu- 
tional limitations must take place within the 
permissible period, and if the divesting pro- 
visions are invalid, they are disregarded and 
the interests vested subject to defeasance be- 
come indefeasibly vested. Law Revision Com- 
mission, “Communication and Study Relat- 
ing to Rule against Perpetuities and Related 
Matters,” Legislative Document 1936, No. 65 
(H) page 61. 


Powers — Appointment — Partial Re- 
lease Valid and Property Taxed Separ- 
ately 


South Carolina—Supreme Court 


Weston v. South Carolina Tax Commission, 48 S.E. 


(2d) 504. 


Testator gave his large estate to his widow 
for life, with the power to appoint all or a 
part of the principal, and in default of such 
exercise then to his daughter, Maud. In 1943, 
in attempting to comply with the Federal Rev- 
enue Act of 1942, the widow released the 
power as to $150,000 of the property and re- 
served the right to exercise the power as 
to the excess. At the same time she executed 
a will in which she gave her residue, including 
so much of the interest under the power as 
she had not released, to Maud. 


South Carolina Code of 1942, Section 2480 
provides that the exercise of a power shall be 
deemed taxable at the time of the exercise, the 
same as if the property had been that of the 
donee. When the donee fails or omits to exer- 
cise in whole or in part it shall be taxable at 
the time of omission or failure. 


The Tax Commission assessed an inheritance 
tax of some $15,000 against Maud, based on 
the full amount of the property, arguing that 
the release was invalid in that it was partial 
only. Maud claimed that the released portion 
of $150,000 should be deducted from the gross 
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estate and assessed separately, which would 
make a substantial difference in the aggregate 
tax because of the graduated rates. 


HELD: Commission reversed. The power as 
expressed in the will is divisible and could 
undoubtedly be exercised in part. Section 2480 
applied and at the time of the release the 
daughter inherited that sum subject to her 
mother’s life estate and subject to tax. The re- 
mainder of the estate which she received by 
the exercise of the power under the widow’s 
will was taxable separately. 


Pow_Ers — Limitations — Rights of Exe- 
cutors and Trustees to Appeal from De- 
‘cision Adverse to Estate 


California——-Supreme Court 
Estate of Kessler, 32 A.C. 392., Aug. 10. 


Respondent Linton, an attorney at law, 
acted as guardian ad litem of an infant in- 
terested in a contest of her mother’s will. 
After admission of the will to probate, re- 
spondent petitioned the probate court for at- 
torney’s fees to be paid out of the estate for 
his services, and the court entered an order 
directing the executors to pay him $3500. 
District Court of Appeal dismissed the appeal 
on the ground that executors, the applicants, 
were not interested parties and had no right 
of appeal (see March 1948 Trusts and Estates 
269). 


HELD: Reversed. In the abstract of this 
case in the District Court of Appeal the fol- 
lowing statement, supported by California 
citations, was made: “The old case of Gold- 
tree v. Thompson, 83 Cal. 429 (1890), seems 
to support the result reached by the court, 
but it seems pretty obvious that any rule 
which says that a trustee is not in a position 
to protect his trust against charges of any 
kind believed to be unauthorized or excessive 
needs modification, and that the Goldtree case 
should no longer be followed.” 


The Supreme Court says the Goldtree v. 
Thompson has been impliedly overruled by a 
series of California cases. 


PowErs — Limitations — Sale of Real Es- 
tate Contrary to Request of Heir Set 
Aside 


Pennsylvania—Superior Court 


Noonan Estate, 163 Pa. Superior 70. 


Testatrix left her entire estate to her son 
and appointed her attorney executor, giving 
him a discretionary power of sale over real 
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estate. Correspondence between the executor 
and the son indicated that the personal es- 
tate was insufficient to pay debts, but that 
the son was unwilling to have the real estate 
sold and was desirous of advancing the funds 
to pay debts and taking the real estate in 
kind. The real estate was appraised for in- 
heritance tax purposes at $3,000, but its real 
market value was about $5,500. Executor sold 
the real estate to his secretary and her hus- 
band for $3,500. The son promptly petitioned 
the Court to set aside the sale, which the 
Court refused to do. Son appealed. 


HELD: Reversed. If a sale of real estate is 
necessary for the payment of debts, it is en- 
tirely competent for the parties in interest to 
furnish the money for the debts and to take 
the real estate in kind. The son made his 
wishes known in this respect. Moreover, re- 
gardless of the inadequacy of the price, there 
was a palpable abuse of discretion on the part 
of the executor in making the sale to his sec- 
retary, because of her confidential relation- 
ship to him. The purchaser had full knowledge 
of the breach of trust as she was in charge of 
the correspondence and was herself an ex- 
perienced title examiner. To all practical in- 
tents and purposes, the executor was the real 
purchaser. 


REVOCATION — Pencilled Cancellation Re- 
voked Will 


United States District Court—District of Columbia 
Re Smith’s Estate, 77 F. Supp. 217. 


Decedent died in 1946 leaving a will ex- 
ecuted in 1937 which was admited to probate 
in 1947. Subsequently, another testamentary 
instrument dated April 28, 1944 was found 
and offered for probate. The Court was asked 
to revoke the decree admitting the earlier will 
and for a decree probating the 1944 will. The 
1944 will purported to revoke all prior wills 
and to completely dispose of decedent’s prop- 
erty. The entire first and third pages were de- 
faced by pencilled cross marks, as well as a 
large part of the second page. The attestation 
clause was defaced with three pencilled cross 
marks and the signatures of the attestating 
witnesses were torn. The question presented 
was whether the second will could be pro- 
bated or whether it must be deemed to have 
been revoked by the decedent. 


HELD: The law of the District of Columbia 
permitted revocation of a will by cancelling, 
and that cross marks drawn through principal 
clauses of a will, or across the face of the 
document constituted a cancellation. The doc- 
trine of dependent relative revocation is not 
present in this case and the second will nec- 
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essarily revoked the earlier will of 1937. The 
fact that the second will was later revoked 
did not reinstate the earlier will. 


WILLs — Construction — Children Is 
Word of Limitation and Not Purchase 


Pennsylvania—Supreme Court 
Hough v. Farmers Bank & Trust Co., 359 Pa. 555. 


Testator divided his residuary estate into 
four parts and gave one share to his son out- 
right, one share to his daughter, Addie, for 
life, and after her death to her children, one 
share to his daughter, Sue, for life, and after 
her death to her children or heirs-at-law, and 
one share to his daughter, Kate, for life. Tes- 
tator died in 1877 and in 1881, the four chil- 
dren and their spouses conveyed testator’s real 
estate to defendant’s grantors. In 1943, a 
child of Sue claimed a one-fourth interest in 
the real estate on the ground that Sue merely 
had a life interest with remainder in her chil- 
dren, namely, the claimant. At the date of the 
will, Sue was married but had no children. 
The lower Court rejected the claim and claim. 
ant appealed. 


HELD: Affirmed. Testator used the phrase 
“heirs at law” as a synonym to enlarge and 
explain the preceding word, “children.” Even 
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if life tenant had had children at the time of 
the writing of the will, it is obvious that tes- 
tator used the word, “‘children,’’ not as a per- 
sonal description, but as representing the next 
in line of inheritance, that is, ‘‘children” was 
used as a word of limitation and not of pur- 
chase. The rule in Shelley’s case, therefore, 
applies, and claimant has no interest in the 
realty in controversy. 


WILLs — Construction — Interpretation 
and Avoidance of Will Distinguished — 
Forfeiture Denied 


New Jersey—Court of Chancery 
Marx v. Rice, 60 A. (2d) 61. 


Decedent’s will contained a provision to the 
effect that any person who, “in any manner 
either directly or indirectly shall institute, 
encourage or participate in any proceedings 
or matter of thing whatsoever” *** “having 
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for its object the avoidance of this my last 
will” *** “shall thereby forfeit” all benefits 
of the will, etc. A dispute having arisen with 
respect to income payments to be made to an 
invalid son, after five years of litigation the 
mater was ultimately compromised in a de- 
cree to which the son reluctantly consented. 
Complainants contend that the beneficiaries 
attempted to defeat decedent’s gift to her son. 
Complainants, therefore, argued that such 
beneficiaries forfeited their right to share in 
the estate, and sought the Courts’ decision to 
uphold this view. 


HELD: The beneficiaries who procured the 
decree and induced the son to consent were 
not guilty of an act leading to forfeiture un- 
der the will. The eminent fairness and ade- 
quacy of the Court’s decree negate the essen- 
tial element of hostility essential to the invo- 
cation of a forfeiture provision. 
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MERCANTILE- 
COMMERCE 


U. S. POST OFFICE 


Here’ $ FA 5 T Transit 5 pos 
Seven Days a Week , 


With the post office just across the street, mail 
pick-ups every 30 minutes plus night, Saturday and 
Sunday transit operations, Mercantile- Commerce 
service is truly fast. Your items are quickly sped 
to their destinations by rail and air every day in 
the week. 


These are only a few of the reasons why many 
hundreds of banks... for so many years... have 
selected Mercantile-Commerce as their St. Louis 
correspondent. Your inquiry is invited. 
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EXPERIENCE =: « « 
Votes for. Pensions 


For nearly a half century this bank has success- 
fully managed a pension fund for its own 
employees. In addition we have helped 
administer many other pension and _ profit 
sharing plans that have worked fully as well 
for other groups. 


Our experience convinces us that a sound 
retirement program, carefully planned and 
conscientiously administered, can be beneficial 
to both employer and employees. 


Our officers welcome the opportunity to 
cooperate with attorneys and with their corpo- 
ration clients in working out plans for pension 
and profit sharing trusts. 


Trust Department 


The First National Bank 
of Chicago 


DEARBORN, MONROE AND CLARK STREETS 
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Your Representative in Philadelphia 


As your Philadelphia representative, we are 
prepared to perform every banking and trust 
function, promptly and with the experience 
of over one hundred years of banking. 


Complete Banking and Trust Services 


James E. Gowen, President 


Girard Trust Company 


BROAD AND CHESTNUT STREETS, PHILADELPHIA 


Member Federal Deposit Insurance Corporation 
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Guaranty Trust Company of New York 


MAIN OFFICE 


FIFTH AVE. OFFICE 
Fifth Ave. at 44th St. 


140 Broadway 


MADISON AVE. OFFICE 
Madisbn Ave. at 60th St. 


ROCKEFELLER CENTER OFFICE 
Rockefeller Plaza at 50th St. 


LONDON PARIS 


BRUSSELS 


Condensed Statement of Condition, September 30, 1948 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
Due from Banks and Bankers 


U. S. Government Obligations 

Loans and Bills Purchased 

Public Securities 

Stock of Federal Reserve Bank 

Other Securities and Obligations 

Credits Granted on Acceptances 

Accrued Interest and Accounts Receivable .... 
Real Estate Bonds and Mortgages 


NSS EE BDO EL MEE TEL TOE ORL ME PFEI Ne 


GSE TiS Pa DIR cena ~ Soe Seana SUMP rings, SORE Ee ARETE ha 


Total Resources 


LIABILITIES 


$ 698,319,091.48 

1,026,486,872.28 

927,435,810.67 
96,572,647.92 
9,000,000.00 
10,294,085.30 
15,466,830.63 
8,115,144.00 
1,312,309.50 


140,761,017.35 
4,763,395.78 
16,729.41 


$2,797,782,916.97 


$ 100,000,000.00 
200,000,000.00 


Surplus Fund 
Undivided Profits 


Deposits 
Treasurer’s Checks Outstanding 
Total Deposits 
Acceptances 
Less: Own Acceptances Held for Investment .. 


$ 
Dividend Payable October 1, 1948 
Items in Transit with Foreign Branches 


Accounts Payable, Reserve for Expenses, 
Taxes, etc. 


Pn Man aaah 


65,330,450.68 


$ 365,330,450.68 


$2,319,634,017.17 
24,473,478.61 


2,344,107,495.78 


5,011,453.88 


15,551,888.25 


3,000,000.00 
653,963.15 


69,139,119.11 
88,344,970.51 


w--a--2+----$2,797,782,916.97 © 


Securities carried at $155,074,188.66 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 


Member Federal Deposit Insurance Corporation 
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